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SBT Bancorp

April 12,2007

Dear Fellow Shareholders:

2006 was a difficult year for us resulting in a disappointing earnings performance. The Bank’s
earnings performance suffered principally from two causes: the expense burden associated with
our two new branches and the difficuit interest rate environment. We remain challenged by both
of these realities as of the writing of this letter. Nevertheless, we are pleased to report progress
in our efforts to manage through this difficult operating environment and remain very optimistic
about your Bank’s future. The strategic decision to expand our franchise to neighboring towns
created the most complete and convenient branch system serving the northern part of the
Farmington Valley. This infrastructure combined with our commitment to doing what is
necessary to build ever more mutually meaningful partnerships with our customers provide an
outstanding platform for future growth.

2006 Performance

Some industry observers have characterized the current banking climate as “the perfect storm.”
We would agree with this characterization. During the past several years, banking industry
deposit growth has slowed as consumers and businesses shifted to other savings and investment
options such as stocks, mutual funds and real estate. This led to intensified rate competition
among banks for deposits. In our local markets, the intense competition has been heightened by
the addition since 2004 of six new bank and credit union branches in the five towns we serve.

To this competitive landscape, add a difficult interest rate environment. The inversion of the
interest rate yield curve last year, which continues, has put extreme pressure on bank interest rate
margins. The pressure has been greatest for banks like yours which serve consumer demand for
longer term fixed rate loans while our deposit base, like most banks, reflects shorter term interest
rates. Although the Federal Reserve last raised the Fed Funds target rate in June, 2006, long-
term interest rates have remained lower than short term rates for several quarters.

These interest rate market conditions caused a 22 basis point decline in our net interest margin in
2006 from 2005. By year end, we were pleased to have stabilized the margin. However, we
sacrificed deposit growth to achieve this outcome as we generally did not match the relatively
high “special” rates on CDs and savings deposits offered by many of our competitors.

The other major contributor to our earnings decline was the operating expense increase related to
our Canton and Bloomfield branches which opened in late 2005 and mid 2006, respectively. We
anticipated an earnings decline with the opening of the branches as it typically takes several
years for a de novo branch to achieve profitability. However, our decision to sacrifice deposit
growth in favor of net interest margin stability and the resulting benefit to earnings caused a




slower growth of the new branches than anticipated. The combination of these factors is
reflected in the spike in our efficiency ratio.
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Our principal sources of revenue remain interest rate spread, fee income related to bank and
investment services, and gains on loan sales. Revenues increased only 0.5% in 2006, after
posting strong 9.9% and 6.4% increases in 2005 and 2004, respectively. The principal reasons
for the flat revenues were a modest 0.9% decline in net interest income (8.9% and 7.4%
increases in 2005 and 2004, respectively) due to the net interest margin pressure discussed above
offset by a 17.1% growth in noninterest income (16.9% and 1.3% increases in 2005 and 2004,
respectively) driven by growth of our investment services commissions revenue. We made a
significant investment in our investment services capacity in 2006 and it showed strong returns
as commission revenue almost doubled and our bankers dramatically increased their introduction
of our banking customers to our investment professionals.

Key indicators of future growth include the growth of customer deposit accounts and continued
strong increases in our business and consumer customers using our state-of-the-art online
banking capabilities. The number of deposit accounts increased 6.3% (10.9% and 2.3% in 2005
and 2004, respectively) and the number of online customers increased 15.2% (27.6% and 32.5%
in 2005 and 2004, respectively) while the number of customers using online bill pay increased
by 29.2% (33.4% and 29.8% in 2005 and 2004, respectively). We will continue to remain
focused on expanding our existing customer relationships with both banking and investment
services and attracting new customers.
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Turning to our balance sheet, net loans grew 6.7% (3.2% and 7.7% in 2005 and 2004,
respectively) led by strong 7.4% growth in consumer loans spurred by demand for fixed rate
home equity loans. Commercial loans increased 4.0% as commercial real estate related lending
growth moderated. Our loan mix is approximately 75% consumer and 25% commercial and we
continue to focus on increasing the proportion of commercial
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$125.000,000 outstanding and we intend to keep it that way.
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2004, respectively) due to our decision, described above, to




favor a deposit mix that would enhance our net interest margin and earnings rather than to match
the aggressive rate competition in the market. Our deposit growth focus remains business and
consumer transaction deposits and we plan to enhance our business cash management services
this year.

The Bank’s capital position remains strong. We remain “well capitalized” as defined by the
regulations issued by the FDIC.
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As you know, we announced a share buyback program last
year. To date, we have not made any stock purchases under
this program. As such, changes in our outstanding shares
related only to normal exercise of stock options. Our decline
in eaming per share, therefore, is due almost entirely to our
earnings decline.
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Looking Forward

We look forward with a confidence rooted in the strength of our people, our capacity and
capabilities, and our market area.

In last year’s annual report letter, we wrote about our efforts to renew our commitment to
customer service excellence. Last year’s work culminated with the creation of a document
entitled “Who We Are” which is posted on our website and printed in this report. Written by our
employees, this statement captures our history, our spirit and the key themes of our definition of
customer service. The core of this statement and the core of our approach to business is people
building trusted relationships with people. During 2007 and beyond, we will work hard to look
at the way we do business to ensure that it is consistent with our commitment to being available
when, where and how our customers want; to being reliable in accurately handling all matters
with our customers; to being knowledgeable and informed and prepared to offer advice when our
customers welcome help; and to being a trusted partner in fulfilling our customers’ banking and
investment needs.

Our capacity to serve our customers was enhanced in many ways in 2006. New team members
brought us additional investment, commercial and retail banking experience. The opening of our
Bloomfield and Canton branches provided an east-west axis of convenience and accessibility to
our existing north-south axis. Our renovated website, launched in early 2007, provides much
more information to help our customers with their banking and investment needs and is
organized to make that information more accessible. As we shared with you in our third quarter
report, according to the annual FDIC deposit survey, your bank is now the largest in Simsbury.




This achievement is recognition that our approach to banking can result in a leading market
share across our franchise area.

Our market area is attractive for the kind of personal and business banking and investment
services in which we specialize. While cyclical economic expansions and contractions are
inevitable, and bring with them challenges, this regton enjoys a fortunate mix of a well educated
workforce, a diverse base of businesses, outstanding cultural treasures, and a strong quality of
life. This market has above average wealth and people need help managing their wealth. Our
growing investment services business is testament to the fact that many in our market area
welcome the convenience of working with banking and investment professionals from the same
institution. In 2007, we intend to focus on building our reputation as a specialist in saving for
retirement and creating retirement income management plans that will see our customers
securely through their retirement years.

As noted above, we will continue to focus our deposit gathering and lending energy on segments
of the market that are most likely to contribute to earnings growth in this difficult interest rate
environment. We intend also to focus on fee generating services. In addition to investment
services, we plan to introduce several deposit related products this year that should enhance our
fee income and our ability to attract deposits most beneficial to us.

We appreciate your support and look forward to continuing to help our customers achieve their
life goals by being their banking and investment partner of choice.

Sincerely,

=1 Sl

Martin J. Geftz Lincoln S. Young
President & Chief Executive Officer Chairman of the Board of Directors




WHO WE ARE

When The Simsbury Bank & Trust opened its doors in the spring of 1995, its mission, to fulfill the need for a
bank that focused on personal customer service and the community it served, began. Over the years the
Bank has expanded its communities, products, services and distribution channels to address customers’
changing needs while keeping true to valued traditions. The Bank’s ongoing goal is to continue to be the
local, friendly, people-oriented bank committed to serving customers through the spirit and professional
care provided by its employees.

One of the characteristics that truly fueled the Bank's initial success was the employee spirit. The passion,
pride, ownership, and accountability to each other, the customers, and the Bank as a whole set the Bank
apart. All Bank employees must continue to embrace new challenges and professional development
through education and understanding of ever-changing technology. By doing so, with everyone working
together, the Bank can continue its roles as problem solver and advisor providing unmatched personal
banking, innovative products and customized services.

It is in the day-to-day service, however, that the Bank's success is measured. Every day the Bank must
build upon and strengthen its core values by doing the fundamentat things exceptionally well: providing
accuracy and being available to the people; giving personalized service that is thorough in its approach,
timely in its delivery, and consistently applied; striving to be accessible when, where and how the customer
needs to be served; providing the best possible experience and advice for customers by partnerships
developed through open communication, mutual trust and a personalized awareness and appreciation of
their needs.

Every Simsbury Bank employee must continue to be conscientious of the impact that his or her actions
have on every customer's experience every day. How this work is performed, financial services enhanced,
and the commitment to customers and communities strengthened, is key to The Simsbury Bank’s vision
and future success.

...We are The Simsbury Bank staff, management team and board members.
(Written by employees based on Bank-wide customer service excellence initiatives;
reviewed and edited by all.)




Selected Financial and Other Data

Balance Sheet Data:

Total assets

Loans, net

Investment securities

Federal funds sold and other interest
earning deposits

Deposits

Stockholders’ equity

Statement of Income Data:

Total interest and dividend income

Total interest expense

Net interest and dividend income

Provision for loan losses

Net interest and dividend income after-
provision for loan losses

Gains on loans sold, net

Other noninterest income

Noninterest ¢xpense

Income tax expense

Net income

Earnings per common share
Earnings per common share,
assuming dilution

Other Data:

Net interest spread

Net interest margin

Return on average assets

Return on average stockholders’ equity

Average stockholders’ equity to
average assets

At 12/31/06

At 12/31/05

At 12/31/04

$217,046,550
155,512,835
38,485,046

4,944,524
198,402,158
16,119,064

For the Year
Ended 12/31/06

§209,544,654
145,805,738
41,196,740

6,833,970
191,115,680
15,375,598

For the Year
Ended 12/31/05

$202,154,436
141,229,419
39,448,449

10,010,972
183,132,283
14,255,257

For the Year
Ended 12/31/04

$11,135,620
3,596,887
7,538,733

0

7,538,733
3,977
1,152,262
7,679,952
298,087
716,933

$0.85
$0.84
3.44%
3.84%
0.34%
4.52%

7.49%

£9,759,483
2,126,399
7,633,084
30,000

7,603,084
61,222
983,637
6,128,848
845,418
1,673,677

$2.00
$1.96
3.80%
4.06%
0.83%
11.19%

7.45%

$8,670,263
1,662,982
7,007,281
25,000

6,982,281
44,726
841,702
5,186,427
904,032
1,778,250

32.17
32.10
3.66%
3.85%
0.92%
13.17%

6.99%




Management's Discussion and Analysis of
Financial Conditions and Results of Operations

Ferward Looking Statements

When used in this Annual Report or any press release, public announcement or filing, the words “intends,”
“expects,” “plans,” “estimates,” “projects,” “believes,” “anticipates” and similar expressions are intended to identify
forward-looking statements. The Company (defined below) has made and may continue to make various forward-looking
statements with respect to earnings, credit quality and other financial and business matters for periods subsequent to
December 31, 2006. All statements, other than statements of historical facts, are forward-looking statements. The Bank
(defined below) cautions that these forward-looking statements are not guarantees of future performance and are subject
to numerous assumptions, risks and uncertainties, and that statements relating to subsequent periods are subject to greater
uncertainty because of the increased likelihood of changes in underlying factors and assumptions. Actual resuits could
differ materially from forward-looking statements. In addition to those factors previously disclosed by the Bank and
those factors identified elsewhere herein, the following factors could cause actual results to differ materially from such
forward-looking statements: competitive pressures on loan and deposit product pricing; other actions of competitors;
changes in economic conditions; the extent and timing of actions of the Federal Reserve Board; customer deposit
disintermediation; changes in customers' acceptance of the Bank's products and services; and the extent and timing of
legislative and regulatory actions and reforms.

Please do not rely unduly on any forward-looking statement, as such statements speak only as of the date made
and the Bank undertakes no obligation to revise or update such statements to reflect events or circumstances after the date
hereof or to reflect the occurrence of unanticipated events or circumstances.

General

This discussion is designed to assist you in better understanding the Company’s financial condition, results of
operations, liquidity and capital resources and any significant changes and trends related thereto. This discussion should
be read in conjunction with the Company’s financial statements.

SBT Bancorp, Inc. (the “Company”) is the holding company for The Simsbury Bank & Trust Company, Inc. (the
“Bank™). The Company’s only business is its investment in the Bank, which is a community oriented financial institution
providing a variety of banking and investment services.

The Bank was incorporated on April 28, 1992 and commenced operations as a Connecticut chartered bank on
March 31, 1995, The Bank's deposit accounts are insured under the Federal Deposit Insurance Act, up to the maximum
applicable limits thereof. The Bank is not a member of the Federal Reserve System. The Bank's main office and its
corporate offices are located in the town of Simsbury, Connecticut. The Bank has branch offices in the towns of Granby,
Avon, Canton and Bloomfield, Connecticut. Simsbury has a population of more than 23,000. The aggregate population
for the Bank's market area is 75,000, comprised of approximately 29,000 households. The Bank's customer base consists
primarily of individual consumers and small businesses in the Farmington Valley of Connecticut. The Bank has in excess
of 20,200 deposit accounts.

The Bank offers a full range of banking services including commercial loans, term real estate loans, construction
loans, SBA loans and a variety of consumer loans; checking, savings, certificates of deposit and money market deposit
accounts; and travelers' checks, safe deposit and other customary non-deposit banking services. As of December 31,
2006, approximately 75% of the Bank's loans were secured by residential property located in Connecticut. The Bank has
two ATMs at its main office and one ATM at each of its branch locations. The ATMs generate activity fees based upon
utilization by other banks' customers, The Bank does not have a trust department. The Bank offers investment products
to customers through SBT Investment Services, Inc., a wholly-owned subsidiary of the Bank, and through its affiliation
with the securities broker/dealer Infinex Financial Services.




The deposit growth experienced during the Bank’s first eleven years of operation continued during 2006.
Deposits increased by $7.3 million (3.8%) in 2006, compared to $8.¢ miilion growth during 2005. Total assets ended the
year at $217.0 million, an increase of $7.5 million {3.6%) over $209.5 million at year-end 2005. The Bank’s loan
portfolio also grew, increasing by $9.7 million (6.6%) to end the year at $157.2 million. The Bank’s loan-to-deposit
ratio, an important determinant of net interest income, increased to 79% at year-end 2006, compared to 77% at year-end
2005.

Net income of $716,933 ($0.85 per common share) for the year ended December 31, 2006 was a 57% decrease
from the net income of $1,673,677 ($2.00 per common share) reported for the year ended December 31, 2005, and a 60%
decrease from the net income of $1,778,250 ($2.17 per common share) reported for the year ended December 31, 2004,

Results of Operations for the Years Ended December 31, 2006, 2005 and 2004,

Net Interest Income and Net Interest Margin

The Bank’s earnings depend largely upon the difference between the income received from its loan portfelie and
investment securities and the interest paid on its liabilities, mainly interest paid on deposits. This difference is “net
interest income.” The net interest income, when expressed as a percentage of average total interest-earning assets, is
referred to as the net interest margin. The Bank’s net interest income is affected by the change in the level and the mix of
interest-eaming assets and interest-bearing liabilities, referred to as volume changes. The Bank’s net interest margin is
also affected by changes in yiclds earned on assets and rates paid on liabilities, referred to as rate changes. Interest rates
charged on the Bank’s loans are affected principally by the demand for such loans, the supply of money available for
lending purposes and competitive factors. These factors are in turn affected by general economic conditions and other
factors beyond the Bank’s control, such as federal economic policies, the general supply of money in the economy,
legislative tax policies, governmental budgetary matters, and the actions of the Federal Reserve.

Net interest and dividend income, which totaled $7,538,733 in 2006, decreased for the first time in 2006 since
the Bank began operations in March of 1995, The main reason for this decrease was the interest rate environment that
was prevalent during most of 2006. Earning assets have grown from $30 million on December 31, 1995 to over $194
million at December 31, 2005 and to almost $200 million at December 31, 2006, a growth rate of 3.1% over the past year
and a 24% growth rate over the last four years. The Bank’s net interest spread and net interest margin decreased to
3.44% and 3.84% during 2006 as compared to 3.80% and 4.06% during 2005. This was primarily due to the unusual
interest rate environment that was prevalent during the year. This environment was characterized by interest rates that
were higher in the short term than they were in the long term. This made it necessary for the Bank to pay more for
shorter term time deposits than it would have in a more normal interest rate climate.

The following table presents the average amounts outstanding for the major categories of the Bank’s interest-
earning assets and interest-bearing liabilities and the average interest rates earned or paid thereon for the years ended
December 31, 2006, 2005 and 2004,




NET INTEREST INCOME
(Dollars in thousands)

Federal funds sold and overnight deposits
Invesiments (1)

Mortgage loans

Commercial loans

Consumer loans

Term federal funds sold
Tetal loans

Total inierest-earning assels

NOW deposits
Savings deposits
Time deposits
Total interest-bearing deposits

Securities sold under agreements to
repurchase
Federal Home Loan Bank advances

Tolal interest-bearing liabilities
Net interest income
Net interest spread

Net interest margin

Federal funds sold and overnight deposits
[nvestments (1)

Mortgage loans

Commerctal loans

Consurner loans

Term federal funds sold
Total loans

Total interesi-eaming assets

NOW deposits
Savings deposits
Time deposits
Total interest-bearing deposits

Securities seld under agreements to
repurchase
Federal Home Loan Bank advances

Total interest-bearing liabilities

Net interest income
Net interest spread

Net interest margin

For the Year Ended 12/31/06

Average n

Balance Interest Yield

$ 4,348 $ 216 4.97%
43,776 1.983 453
77,038 4,174 5.42
36,727 2,594 7.06
37.920 2,296 6.05
137 6 4.18
151,822 9.070 5.97

5199946 811,209 5.64%

§ 25951 $ 2 0.10%
61,444 558 0.91
72,271 2.878 3.98
159,666 3462 2,17
1,903 41 2.15
1.763 94 5.33

$163.332 33,591 2.20%

$1.672
_3.44%
=3.84%

For the Year Ended 12/31/05

Average (1)

Balance Interest Yield

$ 5,267 $ 169 121%
40,636 1,628 4.01
80,376 4,364 543
32893 2,108 6.4
30,938 1,579 5.10
542 14 2.58
144,749 8,065 5.57

3190.652 39,802 5.17%

$ 26,721 $ 27 0.10%
73,994 597 0.81
51,684 1.427 2,76
152,399 2,051 1.35
2,007 32 1.56
1,201 44 366

133 $2,127 1.37%

31,735
_3.80%
_4.06%




NET INTEREST INCOME
(Dollars in thousands)

For the Year Ended 12/31/04

Average (1)
Balance Interest Yield

Federal funds sold and ovemnight deposits $ 11,191 $ 139 1.24%
Investments (1) 39,603 1,478 3.73
Mortgage loans 83,349 4,619 5.54
Commercial loans 24,091 1.368 5.68
Consumer loans 25,560 1,161 4,54
Term federal funds sold 719 8 1.11

Total lpans 133.719 2,156 5.35

Total interest-earning assets $184.513 $8.773 4.75%
NOW deposiis §27.514 s 27 0.10%
Savings deposits 78,462 635 .81
Time deposits 44,070 963 2,19

Total interest-bearing deposits 150,046 1.625 1.08
Securities sold under agreements to

repurchase 2,889 38 1.32
Federal Home Loan Bank advances -} - -
Total interest-bearing liabilities $152,940 51,603 1.09%

Net interest income 37,110

Net interest spread 3.66%

Net interest margin 3.85%

(1) On a fully taxable equivalent basis based on a tax rate of 38.95%. Interest income on investments includes a
fully taxable equivalent adjustment of $133,000 in 2006, $103,000 in 2005 and $103,000 in 2004.

The following table sets forth the effects of changing rates and volumes on our net interest income. The
rate column shows the effects attributable to changes in rate (changes in rate multiplied by prior volume). The
volume column shows the effects attributable to changes in volume {changes in volume multiplied by prior rate).
The net column represents the sum of the prior columns. For purposes of this table, changes attributable to changes
in both rate and volume that cannot be segregated have been allocated proportionally based on the changes due to
rate and the changes due to volume.
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Year Ended December 31, 2006 Year Ended December 31, 2005

Compared to Compared to
Year Ended December 31, 2005 Year Ended December 31, 2004
Increase (Decrease) Increase (Decrease)
Due to Due to
Volume Rate Net Volume Rate Net

{In thousands)

Interest and dividend income:
Federa! funds sold and overnight

deposits 3 69 $(22) $ 47 § 45 $(15) 3 30
Investments 223 132 355 11 39 150
Loans 593 406 1,605 03 606 09

Total interest-earning assets 891 516 1,407 459 630 1,089
Interest expense:
NOW deposits 0 h (1) 0 0 ¢
Savings deposits 111 (150) (39} (2} (36) (38)
Time deposits 763 688 1,451 280 184 464
Total interest-bearing deposits 874 537 1.411 278 148 420
Securities sold under agreements 10
repurchase 11 2) g 14 (20 (6)
FHLB advances 25 25 S0 44 0 44
Total interest-bearing liabilities 910 560 1,470 336 128 464
Net change in interest income $(19 $(44) $_(63) $123 $502 $625

Provision for Loan Losses

Provisions for loan losses are charged to earnings to bring the total allowance for loan losses to a level
deemed appropriate by the Bank’s management (“Management”) based on such factors as historical experience, the
volume and type of lending conducted by the Bank, the amount of non-performing loans, regulatory policies,
generally accepted accounting principles, general economic conditions, and other factors related to the collectability
of loans in the Bank’s portfolio.

Fach month the Bank reviews the allowance for loan losses and makes additional provisions to the
allowance, as needed. For the year ended December 31, 2006, the allowance was decreased by $21,204, net of
charge-offs and recoveries. The total allowance for loan lusses at December 31, 2006 was $1,698,329 or 1.08% of
outstanding loans. This compares with a total allowance for loan losses of $1,719,533 at year-end 2005, which
represented 1.16% of outstanding loans. With the exclusion of loans to financial institutions (term federal funds
sold), this ratio was 1.08% at year-end 2006 and 1.18% at year-end 2005. During 2006, the Bank charged-off five
loans for a total of $21,308. The Bank recovered one loan for $104 during 2006, During 2005, the Bank charged-
off four loans for a total of $12,476. The Bank recovered one loan for $94 during 2005. Management believes the
allowance for loan losses is adequate.

Noninterest Income and Noninterest Expense

The following table sets forth the various components of the Bank’s noninterest income and noninterest
expense for the years ended December 31, 2006, 2005 and 2004.

NONINTEREST INCOME

For Year For Year For Year
Ended % of Ended % of Ended Yo of
12/31/06 Total 12/31/05 Total 12/31/04 Total
Service charges on deposit accounts $ 336,064 29.1% $313,746 30.0% $331.3714 37.4%
Safe deposit fees 74,039 6.4 64,819 6.2 61,475 6.9
Business manager income 129,232 11.2 127,157 12.2 118,768 13.4
Gain on loans sold, net 3977 0.3 61,222 59 44,726 5.0
Other income 612,327 53.0 477,915 457 330,085 373

Total £1.156.239 100.0% $1,044,859 100.0% 38864 %
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NONINTEREST EXPENSE

For Year For Year For Year
Ended % of Ended Y% of Ended % of
12/31/06 Total 12/31/08 Tatal 12/31/04 Total
Salaries and employee benefits $4,036,284 52.6% $3.114,881 50.8% $2,716.535 52.4%
Occupancy expense 1,028,280 13.4 753.452 12.3 682.675 13.1
Equipment expense 324.683 42 211,354 34 222383 43
Forms and supplies 209.355 27 163,881 2.7 133,127 2.6
Advertising and promotions 346,677 4.5 350,690 5.7 215,689 4.2
Professional fees 364.181 47 328,850 5.4 164,031 3.2
Insurance 75.023 1.0 78.757 3 74.591 14
Loan expenses 120,846 1.6 85,142 1.4 109,795 2.1
Telephone and postage 147,885 1.9 138.457 23 118,787 23
Other expenses 1.026.738 134 903,384 14.7 748 814 144
Total 37,679,952 1000%  $6,128,848 100.0% $5.186427  100.0%

Noninterest income for the twelve months ended December 31, 2006 was $1,156,239, an increase of over
$111,000 from the twelve months ended December 31, 2005. The 2006 increase was due primarily to the increases
in service charges on deposit accounts, safe deposit fees, and other income offset by a decrease in gains on loans
sold. The Bank continued to sell residential mortgage loans with thirty year maturities during 2006 resulting in
gains of $3,977. The Bank sold loans resulting in gains of $61,222 during 2005. The increase in service charges on
deposit accounts was primarily due to an increase in overdraft fees collected. The Bank collected approximately
$214,000 in these charges during 2006 compared to approximately $205,000 collected during 2005. At December
31, 2006, the Bank had over 20,200 deposit accounts, 1,200 or 6% more than the approximately 19,000 accounts at
year-end 2005 and 3,100 or 18% more than the approximately 17,100 accounts at year-end 2004. The increase in
other income during 2006 is primarily due to an increase in other fees received related to ATM and point of sales
transactions, an increase in income from bank-owned life insurance and an increase in investment services fees and
commissions. The Bank did not sell any investment securities during 2006 or 2005,

Noninterest expense for the vear ended December 31, 2006 was $7,679,952, an increase of $1,551,104 or
25%, over 2005. Noninterest expense for the year ended December 31, 2005 was $6,128,848. This compares to an
increase of 18% from 2004 to 2005 in noninterest expense. The largest increases occurred in salaries and benefits,
occupancy expense, equipment expense and professional fees. The increases in 2006 were primarily related to the
addition of our fourth and fifth full-service branches and the Bank’s continued efforts to promote itself as the bank
of choice in the Farmington Valley of Connecticut. Other factors in this increase are expenses related to compliance
with new regulatory requirements and the formation of a bank holding company.

Salaries and employee benefits comprised 53% of total noninterest expense during 2006, as compared to
51% in 2005. Other major categories during 2006 included occupancy expense and equipment expense at
approximately 13% and 4%, respectively, advertising and promotions at approximately 5%, and professional fees at
approximately 5%. Other major categories in 2005 also included occupancy and equipment expenses at
approximately 12% and 3%, respectively. The largest components of other expenses, totaling $1,026,738 in 2006
and 5903,384 in 2005, consisted of correspondent banking charges and software costs.

Financial Condition at Years Ended December 31, 2006, 2005 and 2004

The following table sets forth the average balances of each principal category of the Bank’s assets,
liabilities and capital accounts for the years ended December 31, 2006, 2005 and 2004.

- 12 -




Distribution of Assets, Liabilities and Stockholders® Equity
(Dollars in thousands)

For the Year Ended For the Year Ended For the Year Ended
12/31/06 12/31/05 12/31/04
Percent of Percent of Percent of
Average Total Average Total Average Total
Balance Assets Balance Assets Balance Assets
Assets
Cash and due from banks $ 6,511 3.1% $ 6,195 31% § 5.516 2.9%
Investment securities 43,776 20,7 40,636 20.2 39,603 20.5
Federal funds sold and overnight
Deposits 4,348 2.1 5,267 26 11,191 5.8
Loans, net 150,102 71.0 143,385 714 132,008 68.3
Premises and equipment 1,309 0.6 570 0.3 508 0.2
Accrued interest and other assets 5462 25 4872 24 4,479 23
Total assets £211,508 100.0% $200,925 100.0% $193.305 %
Liabilities and Stockholders' Equity
Deposits
Demand and NOW depaosits $ 57,982 27.4% % 56,639 28.2% $ 53,762 27.8%
Savings deposits 61,444 29.1 73,994 36.8 78,462 40.6
Time deposits 72271 4.1 51,684 257 44,070 22.8
Total deposits 191,697 90.6 182,317 90.7 176,294 9].2
Accrued interest and other liabilities 3,964 _19 3,648 _1.8 3.507 1.8
Total liabilities 195,661 925 185,965 925 179,861 93.0
Stockholders’ equity:
Common stock 8,555 4.1 8,397 4.2 8,197 4.3
Retained earnings and other
comprehensive income 7.292 34 6.563 33 5,307 27
Total stockholders’ equity 15,847 25 14,960 1.5 13,504 10
Total liabilities and
stockholders’ equity $211.508 100.0% $200.925 100.0%% $153.305 100.0%

Investment Portfolic

In order to maintain a reserve of readily marketable assets to meet the Bank’s liquidity and loan
requirements, the Bank purchases United States Treasury securities and other investments. Sales of “federal funds”
(short-term loans to other banks) are regularly utilized. Placement of funds in certificates of deposit with other
financial institutions may be made as alternative investments pending utilization of funds for loans or other
purposes.

Securities may be pledged to meet security requirements imposed as a condition for receipt of deposits of
public funds and repurchase agreements. At December 31, 2006, the Bank had fourteen securities with a carrying
value totaling $5,421,325 pledged for such purposes.

As of December 31, 2006, the Bank’s investment portfolio consisted of U.S. government and agency
securities and preferred stocks, mortgage-backed securities, corporate bonds, municipal securities, and money
market mutual funds. The Bank’s policy is to stagger the maturities of its investments to meet overall liquidity
requirements of the Bank. The Bank’s current policy is to invest only in securities with average maturities of less
than ten years.

The following table summarizes the amounts and distribution of the Bank’s investment securities held as of
December 31, 2006, 2005, and 2004.
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INVESTMENT PORTFOLIO
(Dollars in thousands)

AVAILABLE-FOR-SALE SECURITIES
U.S. Government and Agency securities
Due within one year
Due after one to five years

Total U.S. Government and Agency securities

State and Municipal securities
Due after one to five years
Due after five 1o ten years
Total State and Municipal securities
Corporate debt securities
Due after one to five years
Total Corporate debt securities
Mortgage-backed securities
WARM* within one year
WARM* after one to five years
Total Mortgage-backed securities
Preferred stocks
Total Available-for-sale securitics

* - Weighted-Average Remaining Maturity

AVAILABLE-FOR-SALE SECURITIES
U.S. Government and Agency securities
Due within one year
Due after one to five years

Total U.8. Government and Agency securitics

State and Municipal securities
Due within one year
Due afier one to five years
Due after five to len years
Due after ten years
Total State and Municipal securities
Corporate debt securities
Due after one to five years
Total Corporate debt securities
Mortgage-backed securities
WARM?* within one year
WARM* after one to five years
WARM?™ after five to ten years
Total Morigage-backed securities
Preferred stocks
Total Available-for-sale securities

* - Weighted-Average Remaining Maturity

December 31, 2006
Amortized Fair
Cost Yalue Yield
$ 7,076 $7,016 3.45%
10,750 10,646 441
17,826 17,662 4.03
2,261 2,261 431
_l.724 1.833 5.43
3,985 4,094 4.79
475 465 330
475 465 3.30
7,851 7,698 4.63
6,261 6,142 4.67
14,112 13,840 4.65
2,000 1,756 4.18
$.38,398 $37.817 4.29%
December 31, 2005
Amortized Fair
Cost Value Yield
§ 4,500 $4,431| 2.65%
13,326 13,048 3.62
17,826 17,479 3.38
1,000 998 2.80
1,937 1,950 4.14
1,821 1,949 5.38
232 250 5.60
4,990 5,147 439
475 459 3.30
475 459 3.30
3,977 3,944 4.96
11,846 11,522 4,46
26 25 6.30
15,849 15,491 4.59
2,060 1,655 2.84
$£41,140 $40231 4.22%

- 14 -




INVESTMENT PORTFOLIO
{Dollars in thousands)

December 31, 2004
Amortized Fair
Cost Value Yield
AVAILABLE-FOR-SALE SECURITIES
U.S. Government and Agency securities
Due within one year $ 2,300 $ 2,308 4.00%
Due after one to five years 12,493 12,379 3.00
Total U.S. Government and Agency securities 14,795 14,687 3.15
State and Municipal securities
Due after one to five years 2,278 2.369 4.28
Due after five 10 ten years 1,820 2013 5.38
Due afler ten years 232 _ 253 5.60
Total State and Municipal securities 4,330 4635 4.81
Corporate debt securities
Due within one year 500 500 3.85
Due after one to five years 475 467 3.30
Total Corporate debt securities 975 967 358
Monrtgage-backed securities
WARM?* within one year 1,605 1,642 5.99
WARM* after one to live years 15,063 14,989 4.50
WARM®* after five to ten years 41 40 6.30
Total Mortgage-backed securities 16,709 16,671 4.65
Preferred stocks 2,000 1,523 1.53
Total Available-for-sale securities £18,809 §.38481 3191%

* - Weighted-Average Remaining Maturity
Loan Portfolio

General The following table presents the Bank’s loan portfolio as of December 31, 2006, 2005 and 2004.

LOAN PORTFOLIO
(Dollars in thousands)

December 31, 2006 December 31, 2005 December 31, 2004
% Total % Total % Toral

Balance Loans Balance l_oans Balance Loans
Commercial, financial and agricultural * 510,947 7.0% S 15386 7.7% $ 14,089 9.9%
Real estate — construction and land development 11,113 7.1 9,037 6.1 6,954 4.9
Real estate — residential 106,375 67.7 96,459 65.5 67,646 68.4
Real estate — commercial 15,974 10.2 16,101 10.9 18,197 7.8
Municipal 987 0.6 987 0.7 1015 0.7
Consumer 11,582 _14 13,381 5.1 11.850 83
Total loans 156,978  __100.0% 147.351 _100.0% 142,751 __100.0%
Allowance for toan losses {1,698} (1,720) {1,702)
Deferred costs, net 233 175 180
Net Loans 5155513 $145.806 $141,229

* . Includes Term federal funds sold of $0 at 12/31/2006, $2,000,000 at 12/31/2005 and $4,000.000 at 12/31/2004,

The Bank’s commercial loans are made for the purpose of providing working capital, financing the purchase of
equipment or for other business purposes. Such loans include loans with maturities ranging from thiny days to one year
and “term loans” which are loans with maturities normally ranging from one to twenty-five years. Short-term business
loans are generally intended to finance current transactions and typically provide for periodic principal payments, with
interest payable monthly. Term loans normally provide for fixed or floating interest rates, with monthly payments of both
principal and interest.
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The Bank’s construction loans are primarily interim loans made to finance the construction of commercial and
single family residential property. These loans are typically short-term. The Bank generally pre-qualifies construction
loan borrowers for permanent “take-out” financing as a condition to making the construction lean. The Bank
occasionally will make loans for speculative housing construction or for acquisition and development of raw land.

The Bank’s other real estate loans consist primarily of loans made based on the borrower’s cash flow and which
are secured by deeds of trust on commercial and residential property to provide another source of repayment in the event
of default. It is the Bank’s policy to restrict real estate loans without credit enhancement to no more than 80% of the
lower of the appraised value or the purchase price of the property depending on the type of property and its utilization.
The Bank offers both fixed and floating rate loans. Maturities on such loans typically range from five to twenty years.
However, Small Business Administration (“SBA™) and certain other real estate loans easily sold in the secondary market
are made for longer maturities. The Bank has been designated an approved SBA lender. The Bank's SBA loans are
categorized as commercia! or real estate - commercial depending on the underlying collateral. Also, the Bank has been
approved as an originator of loans that can be sold to the Federal Home Loan Mortgage Corporation.

The Bank has entered into an agreement with Resource Mortgage Solutions, a division of NetBank (“RMS™) to
sell mortgage loans originated by the Bank to RMS. During the year ended December 31, 2006, the Bank sold four loans
with total principal balances of $598,000 to RMS resulting in total net gains of $3,977 for the Bank. During the year
ended December 31, 2005, the Bank sold twenty-five loans with total principal balances of $6,495,650 10 RMS resulting
in total net gains of $61,222 for the Bank.

Consumer loans are made for the purpose of financing automobiles, various types of consumer goods, and other
personal purposes. Consumer loans generally provide for the monthly payment of principal and interest. Most of the
Bank’s consumer loans are secured by the personal property being purchased.

With certain exceptions, the Bank 1s permitted under applicable law to make related extensions of ¢redit to any
one borrowing entity up to 15% of the Bank’s capital and reserves. An additional 10% is allowable if the credit is fully
secured by qualified collateral. The Bank sells participations in its loans when necessary to stay within lending limits. As
of December 31, 2006, these lending limits for the Bank were $2,293,286 and $4,322,143, respectively.

Loan Concentrations The Bank does not have any significant concentrations in its loan portfolio by industry or
group of industries. As of December 31, 2006, approximately 75% of the Bank’s loans were secured by residential
property located in Connecticut. As of December 31, 2005, 72% of the Bank's loans were secured by such property.

Loan Portfolio_Maturities and Interest Rate Sensitivity The following table summarizes the maturities and
interest rate sensitivity of the Bank’s loan portfolio.

MATURITIES AND RATE SENSITIVITY OF LOANS
As of December 31, 2006
(In thousands)

Over One but
One Year tess than Over

Or Less Five Years Five Years ‘Total
Commercial, financial and agriculteral $6,358 $ 4,589 - $ 10,947
Real Estate - construction and land development 11,113 - - 11113
Real Estate — residentiai 24,061 18.051 $64,263 106,375
Real Estate — commercial 15,292 454 228 15,973
Municipat 61 926 - 987
Consumer 4,462 7,120 - 11,582
Total loans $61.347 $.31.140 $64,49] $156,978
Loans with fixed intercst rates $ 11,021 $29.258 $ 49,606 $89.885
Loans with variable interest rates 50326 1,882 14,885 67,093
Total loans $61.347 £31,14 5 64,491 $1536,978




The following table sets forth at December 31, 2006, 2005 and 2004 the Bank’s loan commitments, standby
letters of credit and unadvanced portions of loans.

LOAN COMMITMENTS AND STANDBY LETTERS OF CREDIT
(In thousands)

12/31/06 12/31/05 12/31/04
Commitments 1o originate loans § 3521 $ 1,545 £ 4566
Standby letters of credit 428 358 -
Unadvanced portion of loans
Construction 6,698 5,270 4,432
Commercial lines of credit 6,380 6,054 4,655
Residential real estate - - 266
Consumer 780 8§77 773
Home equity hines of credit 22,898 20,116 15,711
Taotal $40,705 $34,820 530403

Non-Performing Assets Interest on performing loans is accrued and taken into income daily. Loans over 90
days past due are deemed “non-performing” and are placed on a nonaccrual status, unless the loan is well collateralized
and in the process of collection. Interest received on nonaccrual loans is credited to income only upon receipt and in
certain circumstances may be applied to principal until the loan has been repaid in full, at which time the interest received
is credited to income. The Bank had one nonaccrual loan with a balance of approximately $78,000 as of December 31,
2006. The Bank had one nonaccrual loan with a balance of approximately $32,500 as of December 31, 2005. The Bank
had no nenaccrual loans as of December 31, 2004, The Bank had no loans more than 90 days past due and still accruing
interest as of December 31, 2006, 2005 or 2004,

When appropriate or necessary to protect the Bank’s interests, real estate taken as collateral on a loan may be
taken by the Bank through foreclosure or a deed in lieu of foreclosure. Real property acquired in this manner by the Bank
will be known as “other real estate owned” (“OREQ”}, and will be carried on the books of the Bank as an asset, at the
lesser of the Bank’s recorded investment or the fair value less estimated costs to sell. As of December 31, 2006, 2005
and 2004, there was no OREO held by the Bank.

The risk of nonpayment of loans is an inherent feature of the banking business. That risk varies with the type
and purpose of the loan, the coliateral which is utilized to secure payment, and ultimately, the credit worthiness of the
borrower. In order to minimize this credit risk, the Bank requires that most loans be approved by at least two officers,
one of whom must be an executive officer. Commercial loans greater than $100,000 as well as other loans in certain
circumstances must be approved by the Loan Committee of the Company’s Board of Directors,

The Bank also maintains a program of annual review of certain new and renewed loans by an outside loan
review consultant. Loans are graded from “pass” to *loss”, depending on credit quality, with “pass™ representing loans
that are fully satisfactory as additions to the Bank’s portfolio. These are loans which involve a degree of risk that is not
unwarranted given the favorable aspects of the credit and which exhibit both primary and secondary sources of
repayment. Classified loans identified in the review process are added to the Bank’s Internal Watchlist and an additional
allowance for loan losses is established for such loans if appropriate. Additionally, the Bank is examined regularly by the
Federal Deposit Insurance Corporation and the State of Connecticut Department of Banking at which time a further
review of the loan portfolio is conducted.

There were fourteen classified loans with a combined outstanding balance of $2,168,600 as of December 31,
2006 and eighteen classified loans with a combined outstanding balance of $2,711,270 as of December 31, 2005.

Allowance for Loan Losses

The Bank maintains an allowance for loan losses to provide for potential losses in the loan portfolio. Additions
to the allowance are made by charges to operating expenses in the form of a provision for loan losses. All loans that are
judged to be uncollectible are charged against the allowance while any recoveries are credited to the allowance.
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Management conducts a critical evaluation of the loan portfolio monthly. This evaluation includes an assessment of the
following factors: the results of the Bank’s internal loan review, any external loan review, any regulatory examination,
loan loss experience, estimated potential loss exposure on each credit, concentrations of credit, value of collateral, any
known impairment in the borrower’s ability to repay, and present and prospective economic conditions.

The following table summarizes the Bank’s loan loss experience, transactions in the allowance for loan losses
and certain prominent ratios at or for the years ended December 31, 2006, 2005 and 2004,

ALLOWANCE FOR LOAN LOSSES
(Dollars in thousands)

At or For At or For At or For the
the Year the Year Year
Ended Ended Ended
12/31/06 12/31/03 12/31/04
ALLOWANCE FOR LOAN LOSSES
Balance at beginning of peried $ 1720 $ 1,702 $ 1670
Total charge-offs (22) {12) (14)
Total recoveries - - 21
Net loans (charged-off) recovered (22} (12 7
Provision for loan losses - 30 23
Balance at end of period $ 1698 1,720 $ 1,702
BALANCES
Average total loans £151,822 §144,749 5133719
Total loans at end of period 156,978 147,351 142,751
RATIOS
Allowance for loan losses to average loans 1.12% 1.19% 1.28%
Allowance for loan losses to loans at end of peried 1.08 1.17 1.19

The following table summarizes the allocation of the allowance for loan losses by loan type and the percent
of loans in each category compared to total loans at December 31, 2006, 2005 and 2004,

ALLOCATION OF ALLOWANCE FOR LOAN LOSSES
{Dollars in thousands)

December 31, 2006 December 31, 2005 December 31, 2004
% of % of % of
Allocation Loans by Allocation of  Loans by Allocation of  Loans by
of Allowance Category Allowance Category Adllowance Category
Real estate - residential $ 404 67.7% $ 418 65.5% $ 513 68.4%
Real estate - commercial 463 10.2 455 10.9 264 7.8
Real estate — constructton and land
development 212 7.1 208 6.1 116 49
Commercial, financial and agricultural 331 7.0 370 7.7 525 99
Municipal 9 0.6 9 0.7 26 0.7
Consumer 217 7.4 260 9.1 258 8.3
Total $1.698 _100.0% S1.720 100.0% $1,702 100.0%
Deposits

Deposits are the Bank’s primary source of funds. At December 31, 2006, the Bank had a deposit mix of
34% checking, 28% savings and 38% certificates. Twenty percent of the total deposits of $198.4 million were
noninterest bearing at December 31, 2006. At December 31, 2005, the Bank had a deposit mix of 32% checking,
35% savings and 33% certificates. Nineteen percent of the total deposits of $191.1 million were noninterest bearing
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at December 31, 2005. At December 31, 2006, $7,142,000 of the Bank’s deposits were from public sources. At
December 31, 2005, $6,461,000 of the Bank’s deposits were from public sources. The Bank’s net interest income is
enhanced by its percentage of noninterest bearing deposits.

The Bank’s deposits are obtained from a cross-section of the communities it serves. No material portion of
the Bank’s deposits has been obtained from or is dependent upon any one person or industry. The Bank’s business
is not scasonal in nature. The Bank accepts deposits in excess of $100,000 from customers. Those deposits are
priced to remain competitive. As of December 31, 2006 and 2005, the Bank had no brokered funds on deposit.

The Bank is not dependent upon funds from sources outside the United States and has not made loans to
any foreign entities.

The following table summarizes the distribution of average deposits and the average annualized rates paid
for the years ended December 31, 2006, 2005 and 2004,

AVERAGE DEPOSITS
(Dollars in thousands)

For the Year Ended
December 31, 2006

For the Year Ended For the Year Ended

December 31, 2005

December 31, 2004

Average Average Average Average Average Average
Balance Rate Balance Rate Balance Rate
Demand deposits § 32,031 0.00% $ 29918 0.00% $ 26,248 0.00%
NOW deposits 25,951 0.10 26,721 0.10 27,514 0.16
Savings deposits 61,444 0,91 73,994 0.81 78,462 0.81
Time deposits 72,271 348 51,684 2,76 44.070 2.19
Total average deposits $191,697 1.81% 3182317 1.12% 3176.294 0.92%

The following table indicates the maturity schedule for the Bank’s time deposits of $100,000 or more as of
December 31, 2006, 2005 and 2004,

SCHEDULED MATURITY OF TIME DEPOSITS OF $100,000 OR MORE
(Dollars in thousands)
December 31, 2006

December 31, 2005 December 31, 2004

% of % of Y of
Balance Total Balance Total Balance Total
Three months or less $15,322 60.5% $ 7,521 35.0% $ 5,656 39.4%
Over three through six months 6,036 239 5,498 25.6 4,864 339
Over six through twelve months 1,998 7.9 5236 244 1,024 7.2
Over twelve months 1,948 7.7 3,228 15.0 2,799 19.5
Total Time Deposits $25,304 100.0% $21.483 100.0% $14,343 100.0%

Liquidity and Asset-Liability Management

Liquidity management for banks requires that funds always be available to pay anticipated deposit
withdrawals and maturing financial obligations promptly and fully in accordance with their terms. The balance of
the funds required is generally provided by payments on loans, sale of loans, liquidation of assets and the
acquisition of additional depaosit liabilities. One method banks utilize for acquiring additional liabilities is through
the acceptance of “brokered deposits” (defined to include not only deposits received through deposit brokers, but
also deposits bearing interest in excess of 75 basis points over market rates), typically attracting large certificates of
deposit at high interest rates. The Bank, however, has not accepted and does not anticipate accepting “brokered
deposits” in the future.
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To meet liquidity needs, the Bank maintains a portion of its funds in cash deposits in other banks, federal
funds sold, and available-for-sale securities. As of December 31, 2006, the Bank’s liquidity ratio was 27%, defined
as the sum of $4.875 million in federal funds sold, $37.817 million in available-for-sale securities at fair value, and
$10.879 million in cash and due from banks and interest-bearing deposits at the Federal Home Loan Bank, as a
percentage of deposits. As of December 31, 2003, the Bank’s liquidity ratio was 29%, defined as the sum of $6.767
million in federal funds sold, $40.231 million in available-for-sale securities at fair value, and $9.357 million in
cash and due from banks and interest bearing deposits at the Federal Home Loan Bank, as a percentage of deposits.

The careful planning of asset and liability maturities and the matching of interest rates to correspond with
this maturity matching is an integral part of the active management of an mstitution’s net yield. To the extent
maturities of assets and liabilities do not match in a changing interest rate environment, net yields may be affected.
Even with perfectly matched repricing of assets and liabilities, risks remain in the form of prepayment of assets,
timing lags in adjusting certain assets and liabilities that have varying sensitivities to market interest rates and basis
risk. In its overall attempt to match assets and liabilities, Management takes into account rates and maturities to be
offered in connection with its time deposits and by offering variable rate loans. The Bank has generally been able to
control its exposure to changing interest rates by maintaining shorter-term investments and offering floating interest
rate loans and a majority of its time deposits at relatively short maturities.

The table below sets forth the interest rate sensitivity of the Bank's interest-sensitive assets and interest-
sensitive liabilities as of December 31, 2006, 2005 and 2004, using the interest rate sensitivity gap ratio. For the
purposes of the following table, an asset or liability is considered rate-sensitive within a specified period when it can
be repriced or matures within its contractual terms.

INTEREST RATE SENSITIVITY
{Dollars in thousands)

December 31, 2006

Due Within Due in Due After One Due After
Three Threc to Twelve Year to Five Five
Months Months Years Years Total
Rate sensitive assets
Federal funds sold and overnight
deposits $ 4,875 - - - $4.875
Available-for-sale securities 3,001 § 13,469 5 19,514 $ 1,833 37,817
Total loans 54,835 6512 31,140 64,491 156,978
Total 302711 5_159.981 £ 50,654 5.66.324 $199.670
Rate sensitive liabilities
NOW deposits S 1458 - - $27.701 $29,159
Savings deposits 32,641 - - 23,235 55876
Time deposits 40,294 $ 26336 § 7945 - 74,575
Securities sold under agreements to
repurchase 1,628 - - - 1,628
Total 376,021 $.26,336 §_ 7945 550,931 $161,238
Interest rate sensitivity gap 5013310 $.(6,355}) $ 42,709 $_15.388 £.38,432
Cumulative gap $(13.310) $(19,665) S _23.044 § 38432
Cumulative gap ratio to total assels (6)% (9% 1% 18%




Rate sensitive assets
Federal funds sold and ovemnight
deposits
Available-for-sale securities
Total loans
Total

Rate sensitive liabilities
NOW deposits
Savings deposils
Time deposits
Securities sold under agreements lo
repurchase
Total

Interest rate sensitivity gap
Cumulative gap

Cumulative gap ratio 1o total assets

Rate sensitive assets
Federal funds sold and overnight
deposits
Available-for-sale securities
Total Loans
Total

Rate sensitive liabilities
NOW deposits
Savings deposits
Time deposits
Securities sold under agreements 1o
repurchase
Federal Home Loan Bank advances
Total

Interest rate sensitivity gap
Cumulative gap

Cumulative gap ratio to total assets

Since interest rate changes do not affect all categories of assets and liabilities equally or simultaneously, a

(Dollars in thousands)

December 31. 2005

Due Within Due in Due After One Due After
Three Three to Twelve Year to Five Five
Months Months Years XYears Total
36,767 - - - 56.767
1.656 $ 9372 $ 26,979 $2,224 40,231
52,274 6,208 30,367 58,502 147,351
§.60,697 5 15,580 3 57,346 560,726 $194,349
§ 1,277 - - $ 24,266 $25,543
40,692 - - 26,243 66,935
15,539 $ 31,803 $ 15221 - 62,563
L2313 - - - _ 2313
559821 5_31.803 § 15,221 $ 50.509 £157.354
5 _876 §(16.223) S 42,125 $10.217 $.36,995
5. 876 $(15.347) 26778 $36995
0% (1% 13% 18%
December 31, 2004
Due Within Due in Due After One Due After
Three Three to Twelve Year to Five Five
Months Months Years Years Total
$9.976 - - . $9,976
2,023 $ 3,950 $ 30,203 $ 2,306 38,482
43,324 6,761 32,603 60,063 142,751
$55323 §_10711 3 62,800 $62.369 $191.209
S 1,426 - - $27.092 $28,518
50,447 - - 28,341 78,788
12,913 5 18,100 S 14,327 - 45,340
2,188 - - 2,188
__ 2,000 - - - = __2000
568,974 5 18,100 § 14327 555433 $156.834
3 _(13.651) §(7.389) § 48479 $ 6936 $34.375
3 (13.651) 3(21,040) $ 27439 £34.375
{(M% (10)%% 14% 17%

cumulative gap analysis alone cannot be used to evaluate the Bank’s interest rate sensitivity position.

supplement traditional gap analysis, the Bank performs simulation modeling to estimate the potential effects of
changing interest rates. This process allows the Bank to explore complex relationships among repricing assets and

liabilities over time in various interest rate environments.




The Company’s Executive Committee meets at least quarterly to monitor the Bank’s investments, liquidity
needs and oversee its asset-liability management. Between meetings of the Executive Committee, Management

oversees the Bank’s liquidity.

Capital Reserve

The Federal Deposit Insurance Corporation Improvement Act of 1991 (“FDICIA™) defines specific capital
categories based upon an institution’s capital ratios. The capital categories, in declining order, are: (i) well
capitalized; (i) adequately capitalized; (iii) undercapitalized; (iv) significantly undercapitalized; and (v) critically
undercapitalized. Under FDICIA and the FDIC’s prompt corrective action rules, the FDIC may take any one or
more of the following actions against an undercapitalized bank: restrict dividends and management fees, restrict
asset growth and prohibit new acquisitions, new branches or new lines of business without prior FDIC approval. If
a bank is significantly undercapitalized, the FDIC may also require the bank to raise capital, restrict interest rates a
bank may pay on deposits, require a reduction in assets, restrict any activities that might cause risk to the bank,
require improved management, prohibit the acceptance of deposits from correspondent banks and restrict
compensation to any senior executive officer. When a bank becomes critically undercapitalized, (i.e., the ratio of
tangible equity to total assets is equal to or less than 2%), the FDIC must, within 90 days thereafter, appoint a
receiver for the bank or take such action as the FDIC determines would better achieve the purposes of the law.
Even where such other action is taken, the FDIC generally must appoint a receiver for a bank if the bank remains
critically undercapitalized during the calendar quarter beginning 270 days after the date on which the bank became
critically undercapitalized.

To be considered “adequately capitalized,” an institution must generally have a leverage ratio of at least
4%, a Tier 1 capital to risk-weighted assets ratio of at least 4% and total Tier 1 and Tier 2 capital to risk-weighted
assets ratio of at least 8%. As of December 31, 2006, the most recent notification from the Federal Deposit
Insurance Corporation categorized the Bank as well capitalized under the regulatory framework for prompt
corrective action. To be categorized as well capitalized, the Bank must maintain minimum total risk-based, Tier 1
risk-based and Tier | leverage ratios as set forth in the table below. There are no conditions that Management
believes have changed the Bank’s category.

At December 31, 2006, 2005 and 2004, the Bank’s capital exceeded all minimum regulatory requirements
and the Bank was considered to be “well capitalized” as defined in the regulations issued by the FDIC.

CAPITAL RATIOS

Minimum

Actual Actual Actual Regulatory Well-

12/31/06 12/31/05 12/31/04 Requirements Capitalized
Bank:
Total capital (to risk weighted assets) 12.73% 13.66% 13.27% 8.00% 10.00%
Tier | capital (to risk weighted assets) 11.50% 12.41% 12.02% 4.00% 6.00%
Tier | capital (to average assels) 7.31% 7.61% 7.11% 4.00% 5.00%

Inflation

The impact of inflation on a financial institution can differ significantly from that exerted on other
companies. Banks, as financial intermediaries, have many assets and liabilities that may move in concert with
inflation both as to interest rates and value. This is especially true for companies, such as the Bank, with a high
percentage of interest rate sensitive assets and liabilities. A bank can reduce the impact of inflation if it can manage
its interest rate sensitivity position. The Bank attempts to structure its mix of financial instruments and manage its
interest rate sensitivity position in order to minimize the potential adverse effects of inflation or other market forces
on its net interest income and therefore its earnings and capital.




Financial institutions are also affected by inflation’s impact on non-interest expenses, such as salaries and
occupancy expenses. During the period 1992 through 2006 inflation has remained relatively stable, due primarily to
continuous management of the money supplied by the Federal Reserve. Based on the Bank's interest rate sensitivity
position at year-end 2006, the Bank benefits in the short term from rising interest rates and is adversely impacted by
falling interest rates. As such, indirectly, the management of the money supply by the Federal Reserve to control
the rate of inflation may have an impact on the earnings of the Bank. Also, the changes in interest rates may have a
corresponding impact on the ability of borrowers to repay loans with the Bank.

Sarbanes-Oxley Act of 2002

The Company has initiatives in place to ensure compliance with the Sarbanes-Oxley act of 2002. The
Company has an Internal Compliance Committee that is responsible for the monitoring of and compliance with all
federal regulations. This committee reports to the Audit and Compliance Committee of the Board of Directors.

Evaluation of Disclosure Control Procedures

The Company’s Chief Executive Officer and Chief Financial Officer have evaluated the effectiveness of the
Company'’s disclosure controls and procedures as of December 31, 2006 and have concluded that, as of that date,
the Company’s disclosure controls and procedures were effective at ensuring that required information will be
disclosed on a timely basis. This conclusion is based on the above-referenced officers’ evaluation of such controls
and procedures within 90 days of the date of this Form 10-KSB.

Changes in Internal Controls

There were no significant changes in the Company’s internal controls over financial reporting or in other
factors that could significantly affect the Company’s internal controls during the fiscal year ended December 31,
2006.

Options Outstanding
The following table sets forth the securities authorized for issuance under equity compensation plans.
Number of
securities remaining

available for future
issuance under

Number of equity
securities to be compensation plans
issued upon Weighted-average {excluding
exercise of exercise price of securities reflected
outstanding options  outstanding options in column (a))
(a) (b) {c)

Equity compensation plans
approved by security
holders 68,927 $25.22 16,117
Equity compensation plans not
approved by security
holders 0 0 0
Total 68,927 $25.22 16,117
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HATSWELL, MacLEOD & COMPANY, P.C.

CERTIFIED PUBLIC ACCOUNTANTS

The Board of Directors and Stockholders
SBT Bancorp, Inc.
Simsbury, Connecticut

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We have audited the accompanying consolidated balance sheets of SBT Bancorp, Inc. and Subsidiary as of
December 31, 2006 and 2005 and the related conselidated statements of income, changes in stockholders' equity
and cash flows for the years then ended. These consolidated financial statements are the responsibility of the
Company's management. Qur responsibility is to express an opinion on these consolidated financial statements
based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the consolidated financial statements are free of material misstatement. The Company is not required to
have, nor were we engaged to perform, an audit of its internal control over financial reporting. Our audit included
consideration of internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall consolidated financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the conseolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of SBT Bancorp, Inc. and Subsidiary as of December 31, 2006 and 2005 and the
consolidated results of their operations and their cash flows for the years then ended, in conformity with accounting
principles generally accepted in the United States of America.

&M,‘ﬁlmﬁaif- &mpw% gec.

SHATSWELL, MacLEOD & COMPANY, P.C.
West Peabody, Massachusetts
February 6, 2007

B3 PINE STREET « WEST PEABODY, MASSACHUSETTS 01960-3635 = TELEPHONE (978) 535-0206 « FACSIMILE (978) 535-9908
smc@shatswell.com www.shatswell.com
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SBT BANCORP, INC. AND SUBSIDIARY

CONSOLIDATED BALANCE SHEETS

December 31, 2006 and 2005

ASSETS
Cash and due from banks
Interest-bearing deposits with the Federal Home Loan Bank
Money market mutual funds
Federal funds sold
Cash and cash equivalents
Investments in available-for-sale securities (at fair value)
Federal Home Loan Bank stock, at cost
Loans held-for-sale

Loans
Less allowance for loan losses
Loans, net

Premises and equipment
Accrued interest receivable
Bank owned life insurance
Other assets

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Deposits:
Demand deposits
Savings and NOW deposits
Time deposits
Total deposits
Securities sold under agreements to repurchase
Other liabilities
Total liabilities
Stockholders' equity:
Commen stock, no par value; authorized 2,000,000 shares; issued and
outstanding 841,991 shares in 2006 and 838,528 shares in 2005
Retained earnings
Accumulated other comprehensive loss
Total stockholders' equity
Total liabilities and stockholders’ equity

The accompanying notes are an integral part of these consolidated financial statements.
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2006 2005
5 10,861,262 & 9,349,045
17,807 8,234
51,717 58,464
4,875.000 6,767,272
15,805,786 16,183,015
37,817,246 40,231,140
667,800 965,600

268,000

157,211,164 147,525,271
1,668,329 1,719,533
155,512,835 145,805,738
1,551,960 1,006,357
894,999 793,488
2,827,460 2,681,367
1,700,464 1,877,949
$217,046,550  $209,544,654
§ 38,791,256  § 36,074,640
85,035,535 92,477,912
74,575,367 62,563,128
198,402,158 191,115,680
1,627,896 2,312,832
897.432 740,544
200.927.486 194.169.056
8,636,380 8,456,690
7,837,022 7,473,542
(354,338) (554.634)
16.119.064 15,375,598
$217,046,550  $209,544.654




SBT BANCORP, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF INCOME

Years Ended December 31, 2006 and 2005

Interest and dividend income:
Interest and fees on loans
Interest on debt securities:
Taxable
Tax-exempt
Dividends
Other interest
Total interest and dividend income
Interest expense:
Interest on deposits
{nterest on Federal Home Loan Bank advances
Interest on securities sold under agreements to repurchase
Total interest expense
Net interest and dividend income
Provision for loan losses
Net interest and dividend income after provision for loan losses
Noninterest income:
Service charges on deposit accounts
Investment services fees and commissions
Other service charges and fees
Increase in cash surrender value of life insurance policies
Gain on loans sold, net
Other income
Total noninterest income
Noninterest expense:
Salaries and employee benefits
Occupancy expense
Equipment expense
Professional fees
Advertising and promotions
Forms and supplies
Correspondent charges
Postage
Directors’ fees
Other expense
Total noninterest expense
Income before income tax expense
Income tax expense
Net income

Earnings per common share

Earnings per common share, assuming dilution

The accompanying notes are an integral part of these consolidated financial statements.
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2006 2005
$ 9,068,964 $8,065,276
1,558,164 1,273,044
208,591 195,112
83,544 56,765
216,357 169,286
11,135.620 9,759,483
3.462,049 2,050,630
93,619 43,770
41,219 31.999
3,596,887 2,126,399
7,538,733 7,633,084
30.000
7,538,733 7,603,084
336,664 313,746
165,496 83,705
486,458 427,339
130,656 127,754
3,977 61,222
32,988 31.093
1,156,239 1,044,859
4,036,284 3,114,881
1,028,280 753,452
324,683 211,354
364,181 328,850
346,677 350,690
209,355 163,881
166,001 195,458
102,850 104,070
129,335 130,000
942.306 776,212
1,679,952 6,128,848
1,015,020 2,519,095
298,087 845418
s 716933 31,673,677
b 83 M 2.00
N S . § 196




SBT BANCORP. INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

Years Ended December 31, 2006 and 2005

Accumulated
Other
Common Retained Comprehensive
Stock Earnings Loss Total
Balance, December 31, 2004 $£8,320,286  $6,134,028 $(199,057) $14,255,257
Comprehensive income:
Net income 1,673,677
Net change in unrealized holding loss on
available-for-sale securities, net of tax
effect (355,577)
Comprehensive income 1,318,100
8,695 shares issued on stock options exercised 129,481 129,481
Tax benefit for stock options 6,923 6,923
Dividends declared ($.40 per share) (334.163) (334,163)
Balance, December 31, 2005 8,456,690 7,473,542 (554,634) 15,375,598
Comprehensive income:
Net income 716,933
Net change in unrealized holding loss on
available-for-sale securities, net of tax
effect 200,296
Comprehensive income 917,229
3,463 shares issued on stock options exercised 55,880 55,880
Stock based compensation 123,810 123,810
Dividends declared ($.42 per share) {353.453) (353.453)
Balance, December 31, 2006 $8,636,380  $7,837.022 $(354,338) 5161 4
Reclassification disclosure for the years ended December 31:
2006 2005
Net unrealized holding gains (losses) on available-for-sale securities $328.087 $(582.,436)
Other comprehensive income (loss) before income tax effect 328,087 (582,4306)
Income tax {expense) benefit (127.791) 226,859
Other comprehensive income (loss), net of tax $200,296 $(355,577)

Accumulated other comprehensive loss as of December 31, 2006 and 2005 consists of net unrealized holding losses
on available-for-sale securities, net of taxes.

The accompanying notes are an integral part of these consolidated financial statements.
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SBT BANCORP, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31, 2006 and 2005

2006 2005

Cash flows from operating activities:

-28 -

Net income § 716,933 $ 1,673,677
Adjustments to reconcile net income to net cash provided by operating activities:
Amortization of securities, net 21,059 71,416
Change in deferred loan costs, net (58,262) 5,572
Provision for loan losses 30,000
(Increase) decrease in loans held-for-sale (268,000} 740,000
Depreciation and amortization 314,817 179,904
Decrease (increase) in other assets 117,937 (357,991)
Increase in interest receivable (101,511) (68,081)
{Increase) decrease in taxes receivable (70,880) 20,353
Increase in cash surrender value of bank owned life insurance (130,656) (127,754)
Stock based compensation 123,810
Increase in other liabilities 144 587 148,010
Increase in interest payable 12,301 13,462
Deferred tax expense (benefit) 12,966 (30.908)
Net cash provided by operating activities 835,101 2.297.060
Cash flows from investing activities:
Proceeds from maturities of interest-bearing time deposit with other bank 500,000
Purchases of available-for-sale securities (6,915,828) (10,210,385)
Proceeds from maturities of available-for-sale securities 9,636,750 7,808,242
Redemption of Federal Home Loan Bank stock 297,800
Loan originations and principal collections, net (5,085,846) 3,115,689
Loan purchases (4,563,093) (7,727,674)
Recoveries of previously charged off loans 104 94
Capital expenditures (870,749) (616,609)
Premiums paid on life insurance policy (15.437) {15,437)
Net cash used in investing activities {7.516.299) (7.146,080)
Cash flows from financing activities:
Net decrease in demand deposits, NOW and savings accounts (4,725,761) (9,239,185)
Net increase in time deposits 12,012,239 17,222,582
Net change in short term advances from Federal Home Loan Bank (2,000,000)
Net (decrease) increase in securities sold under agreements to repurchase (684,936) 125,008
Proceeds from exercise of stock options 55,880 129,481
Dividends paid {353,453) (334.163)
Net cash provided by financing activities 6,303,969 5,903,723
Net (decrease) increase in cash and cash equivalents (377,229 1,054,703
Cash and cash equivalents at beginning of year 16.183.015 15,128312
Cash and cash equivalents at end of year 515,805,786 $16,183,015




SBT BANCORP, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31, 2006 and 2005
{continued)

2006 2005
Supplemental disclosures:
Interest paid $3,584,586 $2,112,937
Income taxes paid 356,001 855,973

The accompanying notes are an integral part of these consolidated financial statements.
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SBT BANCORP, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Years Ended December 31, 2006 and 2005

NOTE | - NATURE OF OPERATIONS

On March 2, 2006, The Simsbury Bank & Trust Company, Inc. {the “Bank™) reorganized into a holding company
structure. As a result, the Bank became a wholly-owned subsidiary of SBT Bancorp, Inc. (the “Company”) and each
outstanding share of common stock of the Bank was converted into the right to receive one share of the common stock,
no par value, of the Company. The Company files reports with the Securities and Exchange Commission and is
supervised by the Board of Governors of the Federal Reserve System.

The Bank is a state chartered bank which was incorporated on April 28, 1992 and is headquartered in Simsbury,
Connecticut. The Bank commenced operations on March 31, 1995 engaging principally in the business of attracting
deposits from the general public and investing those deposits in securities, residential and commercial real estate,
consumer and small business loans.

NOTE 2 - ACCOUNTING POLICIES

The accounting and reporting policies of the Company and its subsidiary conform to accounting principles generally
accepted in the United States of America and predominant practices within the banking industry. The consolidated
financial statements of the Company were prepared using the accrual basis of accounting. The significant accounting
policies of the Company are summarized below to assist the reader in better understanding the consolidated financial
statements and other data contained herein.

USE OF ESTIMATES:

The preparation of consolidated financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
consolidated financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

BASIS OF PRESENTATION:

The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiary the
Bank and the Bank’s wholly-owned subsidiary, SBT Investment Services, Inc. SBT Investment Services, Inc.
was established solely for the purpose of providing investment products, financial advice and services to its
clients and the community. All significant intercompany accounts and transactions have been eliminated in the
consolidation.

CASH AND CASH EQUIVALENTS:

For purposes of reporting cash flows, cash and cash equivalents include cash on hand, cash items, due from
banks, Federal Home Loan Bank interest-bearing demand and overnight deposits, money market mutual funds
and federal funds sold.

Cash and due from banks as of December 31, 2006 and 2005 includes $2,446,000 and §1,812,000, respectively,

which is subject to withdrawals and usage restrictions to satisfy the reserve requirements of the Federal Reserve
Bank,
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SECURITIES:

Investments in debt securities are adjusted for amortization of premiums and accretion of discounts computed so
as to approximate the interest method. Gains or losses on sales of investment securities are computed on a
specific identification basis.

The Company classifies debt and equity securities into one of three categories: held-to-maturity, available-for-
sale, or trading. These security classifications may be modified after acquisition only under certain specified
conditions. In general, securities may be classified as held-to-maturity only if the Company has the positive
intent and ability to hold them to maturity. Trading securities are defined as those bought and held principally
for the purpose of selling them in the near term. All other securities must be classified as available-for-sale.

- Held-to-maturity securities are measured at amortized cost in the consolidated balance sheets.
Unrealized holding gains and losses are not included in earnings, or in a separate component of
capital. They are merely disclosed in the notes to the consolidated financial statements.

--  Available-for-sale securities are carried at fair value on the consolidated balance sheets. Unrealized
holding gains and losses are not included in earnings but are reported as a net amount (less expected
tax) in a separate component of capital until realized.

-~ Trading securities are carried at fair value on the consolidated balance sheets. Unrealized holding
gains and losses for trading securities are included in eamings.

Declines in the fair value of held-to-maturity and available-for-sale securities below their cost that are deemed to
be other than temporary are reflected in eamings as realized losses,

LOANS HELD-FOR-SALE:

Loans held-for-sale in the secondary market are carried at the lower of cost or estimated fair value in the
aggregate. Net unrealized losses are provided for in a valuation allowance by charges to operations.
Interest income on mortgages held-for-sale is accrued currently and classified as interest on loans.

LOANS:

Loans receivable that management has the intent and ability to hold until maturity or payoff, are reported at their
outstanding principal balances adjusted for amounts due to borrowers on unadvanced loans, any charge-offs, the
allowance for loan losses and any deferred fees or costs on originated loans, or unamertized premiums or
discounts on purchased loans.

Interest on loans is recognized on a simple interest basis.

Loan origination and commitment fees and certain direct origination costs are deferred, and the net amount
amortized as an adjustment of the related loan’s yield. The Company is amortizing these amounts over the
contractual life of the related loans.

Residential real estate loans are generally placed on nonaccrval when reaching 90 days past due or in process
of foreclosure. All closed-end consumer loans 90 days or more past due and any equity line in the process of
foreclosure are placed on nonaccrual status, Secured consumer loans are writien down to realizable value and
unsecured consumer loans are charged-off upon reaching 120 or 180 days past due depending on the type of
loan. Commercial real estate loans and commercial business loans and leases which are 90 days or more past
due are generally placed on nonaccrual status, unless secured by sufficient cash or other assets immediately
convertible to cash. When a loan has been placed on nonaccrual status, previousty accrued and uncollected
interest is reversed against interest on loans. A loan can be returned to accrual status when collectibility of
principal is reasonably assured and the loan has performed for a period of time, generally six months.
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Cash receipts of interest income on impaired loans are credited to principal to the extent necessary to eliminate
doubt as to the collectibility of the net carrying amount of the loan. Some or all of the cash receipts of interest
income on impaired loans is recognized as interest income if the remaining net carrying amount of the loan is
deemed to be fully collectible. When recognition of interest income on an impaired loan on a cash basis is
appropriate, the amount of income that is recognized is limited to that which would have been accrued on the net
carrying amount of the loan at the contractual interest rate. Any cash interest payments received in excess of the
limit and not applied to reduce the net carrying amount of the loan are recorded as recoveries of charge-offs until
the charge-offs are fully recovered.

ALLOWANCE FOR LOAN LOSSES:

The allowance for loan losses is established as losses are estimated to have occurred through a provision for loan
losses charged to earnings. Loan losses are charged agamst the allowance when management believes the
uncollectibility of a loan balance is confirmed. Subsequent recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by management and is based upon management’s
periodic review of the collectibility of the loans in light of historical experience, the nature and volume of the
loan portfolio, adverse situations that may affect the borrower’s ability to repay, estimated value of any
underlying collateral and prevailing economic conditions, This evaluation is inherently subjective as it requires
estimates that are susceptible to significant revision as more information becomes avatilable.

A loan is considered impaired when, based on current information and events, it is probable that the Company
will be unable to collect the scheduled payments of principal or interest when due according to the contractual
terms of the loan agreement. Factors considered by management in determining impairment include payment
status, collateral value, and the probability of collecting scheduled principal and interest payments when due.
Loans that experience insignificant payment delays and payment shortfalls generally are not classified as
impaired. Management determines the significance of payment delays and payment shortfalls on a case-by-case
basis, taking into consideration all of the circumstances surrounding the loan and the borrower, including the
length of the delay, the reasons for the delay, the borrower’s prior payment record, and the amount of the
shortfall in relation to the principal and interest owed. Impairment is measured on a loan by loan basis for
commercial and construction loans by either the present value of expected future cash flows discounted at the
loan’s effective interest rate, the loan’s obtainable market price, or the fair value of the collateral if the loan is
collateral dependent.

Large groups of smaller balance homogeneous loans are collectively evaluated for impairment. Accordingly,
the Company does not separately identify individual consumer and residential loans for impairment disclosures.

PREMISES AND EQUIPMENT:

Premises and equipment are stated at cost, less accumulated depreciation and amortization. Cost and related
allowances for depreciation and amortization of premises and equipment retired or otherwise disposed of are
removed from the respective accounts with any gain or loss included in income or expense. Depreciation and
amortization are calculated principally on the straight-line method over the estimated useful lives of the assets.
Estimated lives are 3 to 20 years for furniture and equipment. Leasehold improvements are amortized over the
lesser of the life of the lease or the estimated life of the improvements.

FAIR VALUES OF FINANCIAL INSTRUMENTS:

Statement of Financial Accounting Standards (SFAS) No. 107, "Disclosures about Fair Value of Financial
Instruments,"” requires that the Company disclose estimated fair values for its financial instruments. Fair value
methods and assumptions used by the Company in estimating its fair value disclosures are as follows:




Cash and cash equivalents: The carrying amounts reported in the balance sheets for cash and cash equivalents
approximate those assets’ fair values.

Securities; Fair values for securities are based on quoted market prices, where available. If quoted market
prices are not available, fair values are based on quoted market prices of comparable instruments.

Loans held-for-sale: Fair values for loans held-for-sale are estimated based on outstanding investor
commitments, or in the absence of such commitments, are based on current investor yield requirements.

Loans receivable: For variable-rate loans that reprice frequently and with no significant change in credit risk,
fair values are based on carrying values. The fair values for other loans are estimated by discounting the future
cash flows, using interest rates currently being offered for loans with similar terms to borrowers of similar credit
quality.

Accrued interest receivable: The carrying amount of accrued interest receivable approximates its fair value.

Deposit liabilities: The fair values disclosed for demand deposits, regular savings, NOW accounts, and money
market accounts are equal to the amount payable on demand at the reporting date (i.e., their carrying amounts).
Fair values for certificates of deposit are estimated using a discounted cash flow calculation that applies interest
rates currently being offered on certificates to a schedule of aggregated expected monthly maturities on time
deposits.

Securities sold under agreements to repurchase: The carrying amounts of securities sold under agreements to
repurchase approximate their fair values.

Off-balance sheet instruments: The fair value of commitments to originate loans is estimated using the fees
currently charged to enter similar agreements, taking into account the remaining terms of the agreements and the
present creditworthiness of the counterparties. For fixed-rate loan commitments and the unadvanced portion of
loans, fair value also considers the difference between current levels of interest rates and the committed rates.
The fair value of letters of credit is based on fees currently charged for similar agreements or on the estimated
cost to lerminate them or otherwise settle the obligation with the counterparties at the reporting date.

ADVERTISING:
The Company directly expenses costs associated with advertising as they are incurred.
INCOME TAXES:

The Company recognizes income taxes under the asset and liability method. Under this method, deferred tax
assets and liabilities are established for the temporary differences between the accounting basis and the tax basis
of the Company's assets and liabilities at enacted tax rates expected to be in effect when the amounts related to
such temporary differences are realized or settled.

STOCK BASED COMPENSATION:

At December 31, 2006, the Company has a stock-based employee compensation plan which is described more
fully in Note 15. The Company accounts for the plan under SFAS No. 123(R) “Share-based payment”. During
the year ended December 31, 2006, $123,810 in stock-based employee compensation was recognized. Prior to
January 1, 2006, the Company accounted for the plan under the recognition and measurement principles of APB
Opinion No. 25, “Accounting for Stock Issued to Employees,” and related Interpretations. No stock-based
employee compensation cost was reflected in net income, as all options granted under this plan prior to January
1, 2006 had an exercise price equal to the market value of the underlying common stock on the date of grant.
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The following table illustrates the effect on net income and earnings per share if the Company had applied the
fair value recognition provisions of SFAS No. 123 (revised 2004), “Share Based Payment” to stock-based
employee compensation for the year ended December 31, 2005.

Net income, as reported $1,673,677
Deduct: Total stock-based employee compensation expense
determined under fair value based method for all awards,

net of related tax effects 60,589
Pro forma net income $1,613,088
Earnings per share:

Basic - as reported $2.00

Basic - pro forma $1.93

Diluted - as reported $1.96

Diluted - pro forma §1.89

EARNINGS PER SHARE:

Basic earnings per share (EPS) excludes dilution and is computed by dividing income available to common
stockholders by the weighted-average number of common shares outstanding for the period. Diluted EPS reflects
the potential dilution that could occur if securities or other contracts to issue common stock were exercised or
converted into common stock or resulted in the issuance of common stock that then shared in the earnings of the

entity.
RECENT ACCOUNTING PRONOUNCEMENTS:

In February 2006, the Financial Accounting Standards Board (FASB) issued SFAS No. 155, "Accounting for
Certain Hybrid Instruments” (SFAS 155), which permits, but does not require, fair value accounting for any hybrid
financial instrument that contains an embedded derivative that would otherwise require bifurcation in accordance
with SFAS 133. The statement also subjects beneficial interests issued by securitization vehicles to the
requirements of SFAS No. 133. The statement is effective as of January 1, 2007. The adoption of SFAS 155 is
not expected to have a material impact on the Company’s financial condition and results of operations.

In March 2006, the FASB issued SFAS No. 156, “Accounting for Servicing of Financial Assets- an amendment
of FASB Statement No. 140” (SFAS 156). SFAS 156 requires an entity to recognize a servicing asset or
servicing liability each time it undertakes an obligation to service a financial asset by entering into a servicing
contract in specific situations. Additionally, the servicing asset or servicing liability shall be initially measured
at fair value; however, an entity may elect the “amortization method” or “fair value method” for subsequent
balance sheet reporting periods. SFAS 156 is effective as of an entity’s first fiscal year beginning after
September 15, 2006. Early adoption is permitted as of the beginning of an entity’s fiscal year, provided the
entity has not yet issued financial statements, including interim financial statements, for any period of that fiscal
year. The Company does not expect the adoption of this statement to have a material impact on its financial
condition, results of operations or cash flows.

In September 2006, the FASB issued SFAS No. 157, "Fair Value Measurements" (SFAS 157). SFAS 157 defines
fair value, establishes a framework for measuring fair value under generally accepted accounting principles
(GAAP) and enhances disclosures about fair value measurements. SFAS 157 retains the exchange price notion
and clarifies that the exchange price is the price that would be received for an asset or paid to transfer a ltability
{an exit price) in an orderly transaction between market participants on the measurement date. SFAS 157 15
effective for the Company’s consolidated financial statements for the year beginning on January 1, 2008, with
earlier adoption permitted. The Company does not expect the adoption of this statement to have a material impact
on its financial condition and results of operations.
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NOTE 3 - INVESTMENTS IN AVAILABLE-FOR-SALE SECURITIES

Debt and equity securities have been classified in the consolidated balance sheets according to management’s intent. The

amortized cost of securities and their approximate fair values are as follows as of December 31:

Gross Gross
Amortized Unrealized  Unrealized Fair
Cost Gains Losses Value
December 31, 2006;
Debt securities 1ssued by the U.S. Treasury
and other U.S. govemment corporations
and agencies £17,825,395 $ 6,169 $169,644 $17.661,920
Obhgations of states and municipalities 3,985,050 137,626 28,368 4,094,308
Corporate debt securities 475,000 9,588 465,412
Mortgage-backed securities 14,112,206 15,723 287,923 13,840,006
U.S. government agencies perpetual/callable
preferred stocks 2,000,000 244,400 1,755,600
Marketable equity securities 51,717 51,717
38,449,368 159,518 739,923 37,868,963
Money market mutual funds included in cash
and cash equivalents (51.717) (31.717)
Total available-for-sale securities $38,397.651] 3159518 $739923 $37,817,246
December 31, 2003:
Debt securities issued by the U.S, Treasury
and other U.S. government corporations
and agencies $17,826,063 3 $ 346,668 §$17,479,395
Obligations of states and municipalities 4,989,994 189,025 31,955 5,147,064
Corporate debt securities 475,000 16,097 458,903
Mortgage-backed securities 15,848,575 20,856 378,903 15,490,528
U.S. government agencies perpetual/callable
preferred stocks 2,000,000 344,750 1,655,250
Marketable equity securities 58,464 58,464
41,198,096 209,881 1,118,373 40,289,604
Money market mutual funds included in cash
and cash equivalents (58.464) (58.464)
Total available-for-sale securities $41,139,632 $209,88] $1,118,373 §40,231,140
The scheduled maturities of debt securities were as follows as of December 31, 2006:
Fair
Value
Due within one year $§ 7,015,546
Due after one year through five years 13,373,000
Due after five years through ten years 1,833,094
Morigage-backed securities 13,840,006
336 4

There were no sales of available-for-sale securities during 2006 and 2005,

There were no securities of issuers whose aggregate carrying amount exceeded 10% of stockholders’ equity as of December
31, 2006.

As of December 31, 2006 and 2003, the total carrying amounts of securities pledged for securities sold under agreements
to repurchase and public deposits was $5,421,325 and $5,704,711, respectively.




The aggregate fair value and unrealized losses of securities that have been in a continuous unrealized loss position for
less than twelve months and for twelve months or more, and are not other than temporarily impaired, are as follows as of
December 31, 2006:

Less than 12 Months 12 Months or Longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
Debt securities issued by the U.S,
Treasury and other U.S. government
corporations and agencies $3,990,180 § 9,820 $11,665,571 $159,824 515,655,751 §5169,644
Obligations of states and municipalities 902,855 28,368 902,855 28,368
Corporate debt securities 465,412 9 588 465,412 9,588
Mortgage-backed securities 322,744 1,899 11,892,440 286,024 12,215,184 287,923
U.S. government agencies
perpetual/caltable preferred stocks 1,755,600 _244.400 1,755.600 244,400

Total temporarily impaired securities $4,312,924  §$11,719 $26,681,878 $728,204 330 2 $739.923

Company management considers investments with an uarealized loss at December 31, 2006 to be only temporarily
impaired because the impairment is due to the current interest rate environment, not other credit factors. As management
has the ability to hold debt securities until maturity, or for the foresecable future if classified as available-for-sale, no
declines are deemed to be other than temporary.

NOTE 4 - LOANS

Loans consisted of the following as of December 31:

2006 2005
Commercial, financial and agricultural $ 10,947,268 $ 11,385,701
Real estate - construction and land development 11,113,090 9,037,438
Real estate - residential 106,375,264 96,458,618
Real estate - commercial 15,973,601 16,101,173
Municipal 987,153 987,153
Consumer 11.581.910 13,380,572
156,978,286 147,350,655
Allowance for loan losses {1,698,329) (1,719,533)
Deferred costs, net 232,878 174,616
Net loans $155,512.835  $145,805,738
Changes in the allowance for loan losses were as follows for the years ended December 31:
2006 2005
Balance at beginning of year $1,719,533 $1,701,915
Recoveries of loans previously charged off 104 94
Charge offs (21,308) (12,476)
Provision for loan losses 30,000
Balance at end of year $1,698,329 5L 3
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The following table sets forth information regarding nonaccrual loans and accruing loans 90 days or more overdue as of
December 31:

2006 2005
Total nonaccrual loans 5$78.047 §32,443
Accruing loans which are 90 days or more overdue $ 0 20

Information about loans that meet the definition of an impaired loan in SFAS No. 114 is as follows as of December 31:

2006 2005
Recorded Related Recorded Related
Investment  Aillowance Investment  Allowance
In Impaired  For Credit In Impaired  For Credit
Loans Losses Loans Losses
Loans for which there is a related allowance for credit losses  $78,047 $1,756 $32,443 $3,244
Loans for which there is no related allowance for credit losses 0 0 0 0
Totals $78.047 $1,756 $32,443 $3,244
Average recorded investment in impaired loans during the
year ended December 31 560,186 $_6,489
Related amount of interest income recognized during the time,
in the year ended December 31, that the loans were impaired
Total recognized § 0
Amount recognized using a cash-basis method of
accounting 3,735 b 0

NOTE 5 - PREMISES AND EQUIPMENT

The following is a summary of premises and equipment as of December 31:

__2006 2005
Leasehold improvements $1,148,740 $ 666,102
Furniture and equipment 2,242519 1,869.479
3,391,259 2,535,581
Accumulated depreciation and amortization 1,839,299 (1,529,224)

$1,551.960 $1,000,357
NOTE 6 - DEPOSITS

The aggregate amount of time deposit accounts in denominations of $100,000 or more as of December 31, 2006 and
2005 was $25,304,338 and $21,483,496, respectively.

For time deposits as of December 31, 2006, the scheduled maturities for years ended December 31 are:

2007 $66,629,836
2008 5,526,686
2009 1,232,341
2010 764,072
2011 422.432

Total $74,575,367
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NOTE 7 - SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

Securities sold under agreements to repurchase consist of funds borrowed from customers on a short-term basis secured
by portions of the Company's investment portfolio. The securities which were sold have been accounted for not as sales
but as borrowings. The securities consisted of debt securities issued by the U.S. Treasury and other U.S. government
corporations and agencies. The securities were held in safekeeping by Morgan Stanley, under the control of the
Company. The purchasers have agreed to sell to the Company substantially identical securities at the maturity of the
agreements. The agreements mature generally within three months from date of issue.

NOTE 8 - INCOME TAX EXPENSE

The components of income tax expense are as follows for the years ended December 31:

_2006 _2005
Current:
Federal $222.816 £708,211
State 62,305 168,115
285,121 876,326
Deferred:
Federal 8,330 (26,718)
State 4.636 (4,190)
12,966 (30,908)

Total income tax expense

$298,087 5845418

The reasons for the differences between the statutory federal income tax rate and the effective tax rates are summarized

as follows for the years ended December 31:

2006 2005
% of % of
Income Income
Federal income tax at statutory rate 34.0% 34.0%
Increase (decrease) in tax resulting from:
Tax-exempt income (14.6) 5.0
Other 1.4 2
Stock based compensation 4.2
State tax, net of federal tax benefit 44 4.5
Effective tax rates 29.4% 33.6%

The Company had gross deferred tax assets and gross deferred tax liabilities as follows as of December 31:

Deferred tax assets:
Alowance for loan losses

2006 2005

$528,352 $ 528,352

Deferred compensation 196,329 179,658

Other 6,586 17,370

Net unrealized holding loss on available-for-sale securities 226,067 353.858
Gross deferred tax assets 957,334 1.079,238

Deferred tax liabilities:

Depreciation (204,664) {208,503)

Deferred loan costs/fees (90,706) (68.014)
Gross deferred tax liabilities (295.370) (276.517)

Net deferred tax asset

$661.964 $ 802,721

As of December 31, 2006, the Company had no operating loss carryovers for income tax purposes.
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NOTE 9 - COMMITMENTS AND CONTINGENT LIABILITIES

As of December 31, 2006 the Company was obligated under non-cancelable operating leases for bank premises and
equipment expiring between 2007 and 2016. The total minimum rental due in future periods under these existing
agreements is as follows as of December 31, 2006:

2007 § 585,010
2008 588,307
2009 597,327
2010 604,811
2011 358,754
Thereafter 1,020,057

Total $3,754,266

Total rental expense amounted to $574,782 and $408,361 for the years ended December 31, 2006 and 2005, respectively.

NOTE 10 - FINANCIAL INSTRUMENTS

The Company is party to financial instruments with off-balance sheet risk in the normal course of business to meet the
financing needs of its customers. These financial instruments include commitments to originate loans, unadvanced funds
on loans and standby letters of credit. The instruments involve, to varying degrees, clements of credit risk in excess of
the amount recognized in the balance sheets. The contract amounts of those instruments reflect the extent of involvement
the Company has in particular classes of financial instruments.

The Company's exposure to credit loss in the event of nonperformance by the other party to the financial instrument for
loan commitments is represented by the contractual amounts of those instruments. The Company uses the same credit
policies in making commitments and conditional obligations as it does for on-balance sheet instruments.

Commitments to originate loans are agreements to lend to a customer provided there is no violation of any condition
established in the contract. Commitments generally have fixed expiration dates or other termination clauses and may
require payment of a fee. Since many of the commitments are expected to expire without being drawn upon, the total
commitment armounts do not necessarily represent future cash requirements. The Company evaluates each customer’s
creditworthiness on a case-by-case basis. The amount of collateral obtained, if deemed necessary by the Company upon
extension of credit, is based on management's credit evaluation of the borrower. Collateral held varies, but may include
secured interests in mortgages, accounts receivable, inventory, property, plant and equipment and income-producing
properties.

Standby letters of credit are conditional commitments issued by the Company to guarantee the performance by a
customer to a third party. The credit risk involved in issuing letters of credit is essentially the same as that involved in
extending loan facilities to customers. As of December 31, 2006 and 2005 the maximum potential amount of the
Company’s obligation was $428,312 and $358,262, respectively, for financial and standby letters of credit. The
Company’s outstanding letters of credit generally have a term of less than one year. If a letter of credit is drawn upon,
the Company may seek recourse through the customet’s underlying line of credit. If the customer’s line of credit is also
in default, the Company may take possession of the collateral, if any, securing the line of credit.
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The estimated fair values of the Company’s financial instruments, all of which are held or issued for purposes other than
trading, are as follows as of December 31;

2006 2005
Carrying Fair Carrying Fair
Amount Value Amount Value
Financial assets:
Cash and cash equivalents $ 15,805,786 S 15,805,786  § 16,183,015 § 16,183,015
Available-for-sale securities 37,817,246 37,817,246 441,231,140 40,231,140
Federal Home Loan Bank stock 667,800 667,800 965,600 965,600
Loans held-for-sale 268,000 268,386
Loans, net 155,512,835 153,402,000 145,805,738 143,769,000
Accrued interest receivable 894,999 894,999 793,488 793,488
Financial liabilities:
Deposits 198,402,158 198,404,000 191,115,680 191,117,000
Securities sold under agreements to
repurchase 1,627,896 1,627,896 2,312,832 2,312,832

The carrying amounts of financial instruments shown in the above table are included in the consolidated balance sheets
under the indicated captions. Accounting policies related to financial instruments are described in Note 2.

Notional amounts of financial instrument liabilities with off-balance-sheet credit risk are as follows as of
December 31:

2006 2005

Commitments to originate loans $ 3,520,850 $ 1,544,500
Standby letters of credit 428,312 358,262
Unadvanced portions of loans:

Construction 6,697,932 5,270,221

Commercial lines of credit 6,380,518 6,654,353

Consumer 779,823 876,891

Home equity 22.897.790 20,115,648

$40,705,225 $34,819,875

There is no material difference between the notional amounts and the estimated fair values of the above off-balance sheet
liabilities.

NOTE 11 - RELATED PARTY TRANSACTIONS

Certain directors and executive officers of the Company and companies in which they have significant ownership interest
were customers of the Bank during 2006. Total loans to such persons and their companies amounted to $3,149,315 as of
December 31, 2006. During the year ended December 31, 2006 principal payments totaled $2,704,242 and advances
amounted to $3,875,066.

Deposits from related parties held by the Company as of December 31, 2006 and 2005 amounted to $1,857,419 and
$1,7601,463, respectively.

During 2006 and 2005, the Company paid $53,932 and $65,089, respectively, for rent and related expense of the
Company’s Granby branch office to a company of which a bank director is a principal. The rent expense for the Granby
branch included in Note 9 amounted to $44,935 in 2006 and $45,385 in 2005.

During 2006 and 2005, the Company paid $375,876 and $228,148, respectively, for construction costs and related fees
for the Company’s Canton branch office to a company of which a bank director is a principal. This amount is included in
capital expenditures for 2006 and 2005.

During 2006 and 2005, a director of the Company was paid $6,352 and $5,288, respectively, for legal services.
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NOTE 12 - SIGNIFICANT GROUP CONCENTRATIONS OF CREDIT RISK

Most of the Company's business activity is with customers located within the state. There are no concentrations of credit
to borrowers that have similar economic characteristics. The majority of the Company's loan portfolio is comprised of

- loans collateralized by real estate located in the State of Connecticut.

NOTE 13 - REGULATORY MATTERS

The Company and its subsidiary the Bank are subject to various regulatory capital requirements administered by the
federal banking agencies. Failure to meet minimum capital requirements can initiate certain mandatory and possibly
addittonal discretionary actions by regulators that, if undertaken, could have a direct material effect on the Company’s
and the Bank’s financial statements. Under capital adequacy guidelines and the regulatory framework for prompt
corrective action, the Company and the Bank must meet specific capital guidelines that involve quantitative measures of
their assets, liabilities, and certain off-balance-sheet items as calculated under regulatory accounting practices. Their
capital amounts and classification are also subject to qualitative judgments by the regulators about components, risk
weightings and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Company and the Bank to
mainiain minimum amounts and ratios (set forth in the table below) of total and Tier 1 capital (as defined in the
regulations) to risk-weighted assets (as defined), and of Tier | capital (as defined) to average assets (as defined).
Management believes, as of December 31, 2006 and 2003, that the Company and the Bank meet all capital adequacy
requirements to which they are subject.

As of December 31, 2006, the most recent notification from the Federal Deposit Insurance Corporation categorized the
Bank as well capitalized under the regulatory framework for prompt corrective action. To be categorized as well
capitalized the Bank must maintain minimum total risk-based, Tier 1 risk-based and Tier 1 leverage ratios as set forth in
the table. There are no conditions or events since that notification that management believes have changed the
institution's category.

The Company’s and the Bank’s actual capital amounts and ratios are also presented in the table.

To Be Well
Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount  Ratio Amount Ratio Amount Ratio

{Dollar amounts in thousands)
As of December 31, 2006:
Total Capital (to Risk Weighted Assets):

Consolidated $17,927 13.13%  $10,920 >8.0% N/A

The Simsbury Bank & Trust Company, Inc. 17,398 12.75 10,918 >8.0 513,647 >10.0%
Tier 1 Capital (to Risk Weighted Assets):

Consolidated 16,229 11.89 5,460 >4.0 N/A

The Simsbury Bank & Trust Company, Inc. 15,700 11.50 5,459 =40 8,188 >6.0
Tier | Capital (to Average Assets):

Consolidated 16,229 7.56 8,586 >4.0 N/A

The Simsbury Bank & Trust Company, Inc. 15,700 7.31 8,586 =>4.0 10,733 >5.0

As of December 31, 2005 (Bank only):

Total Capital (to Risk Weighted Assets) 17,153 13.66 10,046 =8.0 12,558 >10.0
Tier 1 Capital (to Risk Weighted Assets) 15,579 12.41 5,023 >4.0 7,535 >6.0
Tier 1 Capital (to Average Assets) 15,579 7.61 8,188 >4.0 10,235 =50
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The declaration of cash dividends is dependent on a number of factors, including regulatory limitations, and the
Company's operating results and financial condition. The stockholders of the Company will be entitled to dividends only
when, and if, declared by the Company's Board of Directors out of funds legally available therefore. The declaration of
future dividends will be subject to favorable operating results, financial conditions, tax considerations, and other factors.

Under Connecticut law, the Bank may pay dividends only out of net profits. The Connecticut Banking Commissioner’s
approval is required for dividend payments which exceed the current year’s net profits and retained net profits from the
preceding two years. As of December 31, 2006, the Bank is restricted from declaring dividends to the Company in an
amount greater than $3,412.821.

NOTE 14 - EMPLOYEE BENEFITS

The Company sponsors a 401(k) savings and retirement plan. Employces who were 21 years of age and employed on the
plan's effective date were immediately eligible to participate in the plan. Other employees who have attained age 21 are
eligible for membership on the first day of the month following completion of 90 days of service.

The provisions of the 401(k) plan allow eligible employees to contribute subject to IRS limitations. The Company's
matching contribution equaled 50 cents per dollar contributed by the participant up to 6% of the participant's annual
salary. The Company's expense under this plan was $75,868 in 2006 and $49,205 in 2005.

The Company entered into employment agreements (the “Agreements”) with the Executive Officers of the Company.
The Agreements provide for severance benefits upon termination following a change in control as defined in the
agreements in amounts equal to cash compensation as defined in the agreements and fringe benefits that the Executive(s)
would have received if the Executive(s) would have continued working for an additional five years.

NOTE 15 - STOCK QPTION PLAN

The Simsbury Bank & Trust Company, Inc. 1998 Stock Plan (“Plan”) provides for the granting of options to purchase
shares of common stock or the granting of shares of restricted stock up to an aggregate amount of 142,000 shares of
common stock of the Company. Options granted under the Plan may be either Incentive Stock Options (“*ISOs™) within
the meaning of Section 422 of the Internal Revenue Code or non-qualified options which do not qualify as ISOs
(“NQOs™). No restricted stock awards or stock options may be granted under the Plan after March 17, 2008.

The exercise price for shares covered by an 1SO may not be less than 100% of the fair market value of common stock on
the date of grant. The exercise price for shares covered by an NQO may not be less than 50% of the fair market value of
common stock at the date of grant. All options must expire no later than ten years from the date of grant. The Plan also
provides the Board with authority to make grants that will provide that options will become exercisable and restricted
awards will become fully vested upon a change in control of the Company.

In accordance with the Plan each non-employee director is granted a NQO to purchase 1,000 shares of common stock at
the fair market value of the common stock on the grant date. These options will become exercisable in two equal
installments beginning on the first anniversary of the date of grant.

The fair value of each option granted in 2006 and 2005 was estimated on the date of grant using the Black-Scholes
option-pricing model with the following weighted-average assumptions:

2006 2005
Expected volatility 14.6% 14.6%
Expected dividends 1.5% 1.5%
Expected term (in years) 10 10
Risk free rate 5.20% 4.49%
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A summary of the status of the Company’s stock option plan as of December 31 and changes during the years ending on
that date is presented below:

2006 2005
Weighted-Average Weighted-Average
Fixed Options Shares Exercise Price Shares Exercise Price
Qutstanding at beginning of year 63,204 $24.34 50,899 $19.77
Granted 10,500 29.00 21,000 31.50
Exercised (3,463) 16.17 (8,695) 14.89
Forfeited (1,314) 36.55
Qutstanding at end of year 68,927 25.22 63,204 2434
Options exercisable at year-end 41,364 21.46 34,764 17.76
Weighted-average fair value of
options granted during the year $8.77 $8.60

The following table summarizes information about fixed stock options outstanding as of December 31, 2006:

Options Outstanding and Exercisable
Weighted-Average

Number Remaining Number
Exercise Price Qutstanding Contractual Life Exercisabie Exercise Price
$13.625 21,016 1.4 years 21,016 $13.625

15.65 2,185 5.2 years 2,185 15.65
16.25 2,409 4.9 years 2,409 16.25
3325 2,625 7.5 years 1,750 33.25
34.90 1,314 7.3 years 876 34.90
35.00 5,250 7.8 years 3,500 35.00
36.55 2,628 7.3 years 2,628 36.55
31.50 21,000 9.0 years 7,000 31.50
29.00 10,500 9.5 years

68,927 6.2 years 41,364

As of December 31, 2006, there was $215,460 of total unrecognized compensation cost related to nonvested

share-based arrangements granted under the Plan. That cost is expected to be recognized over a weighted average period
of 1.8 years. The total value of shares that vested during the years ended December 31, 2006 and 2005 was $123,810 and
$60,589, respectively.

NOTE 16 - EARNINGS PER SHARE (EPS)

Reconciliation of the numerators and the denominators of the basic and diluted per share computations for net income are
as follows:

Income Shares Per-Share
(Numerator) (Denominator) Amount
Year ended December 31, 2006
Basic EPS
Net income $ 716,933 841,191 $ 85
Effect of dilutive securities, options 14,283
Diluted EPS
Net income § 716933 855,474 $ .84
Year ended December 31, 2005
Basic EPS
Net income $1,673,677 835,079 $2.00
Effect of dilutive securities, options 18.276
Diluted EPS
Net income §1.673,677 853,355 $1.96
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NOTE 17 - RECLASSIFICATION

Certain amounts in the prior year have been reclassified to be consistent with the current year's statement presentation.




Shareholder Data

The Company’s shares of common stock are quoted for trading on the OTC Bulletin Board under the symbol
“SBTB.” At December 31, 2006, there were 841,991 shares outstanding and approximately 1,100 shareholders of
record.” There is a limited market for the Company’s shares. The following table sets forth the high and low bid
information for the period indicated.

Year Ended Year Ended
December 31, 2006 December 31, 2005
High Low High Low
First Quarter $34.00 $31.60 $34.50 $32.90
Second Quarter $34.00 $28.75 $34.00 $31.90
Third Quarter 531.00 $27.25 $33.00 $30.55
Fourth Quarter $31.00 $29.55 $33.50 $30.10

The above quotations reflect inter-dealer prices, without retail mark-up, mark-down or commission, and may not
reflect actual transactions. The Company became the Bank’s parent company in a reorganization that occurred on March
2, 2006. For periods prior to the reorganization, the above tabie sets forth the high and low bid information for the
Bank’s common shares,

Dividends

The Company's shareholders are entitled to dividends when and if declared by the Board of Directors out of funds
legally available therefore. Connecticut law prohibits the Company from paying cash dividends except from its net
profits, which are defined by state statutes. The Company declared and paid cash dividends of $353,453 during 2006.
The Company declared and paid cash dividends of $334,163 during 2003.

The Company did not repurchase any of its securities during the fourth quarter of 2006.
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Plaza Level 760 Hopmeadow Street
New York, NY 10005 Simsbury, CT 06070
Shareholder Relations: (800) 937-5449 (860) 408-5493

Trading Symbol: SBTB

COPIES OF THE COMPANY’S ANNUAL REPORT ON FORM 10-KSB WILL BE FORWARDED WITHOUT
CHARGE UPON WRITTEN REQUEST TO:

Jane F. von Holzhausen, Secretary
SBT Bancorp, Inc.
760 Hopmeadow Street
P.O. Box 248
Simsbury, CT 06670-0248




SBT Bancorp

SBT Bancorp, Inc.
760 Hopmeadow Street  P.0. Box 248
Simsbury, Connecticut 06070
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